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PREFACE 


This  report  is  one  of  a  series  of  studies  on  regiilation  of  fluid 
milk  markets  being  prepared  in  the  Research  Division  of  the  Dairy  Branch, 
Production  and  Marketing  Administration,  U,  S,  Department  of  Agriculture. 
In  conducting  this  study,  the  author  has  had  the  benefit  of  many  helpful 
suggestions  and  criticisms  from  a  niomber  of  persons  who  deserve  special 
mention.  Foremost  among  these  is  the  late  Dr.  Warren  C.  Waite,  Professor 
of  Agricultural  Economics  at  the  University  of  Minneaota,  under  whose 
inspiring  guidance  axid  direction  the  major  part  of  this  study  was  con- 
ducted. Dr.  0.  B.  Jesness,  Dr.  E.  F,  Koller,  and  the  late  Dr.  Frederic 
B.  Garver,  all  professors  at  the  University  of  l-linnesota,  also  maintained 
an  active  interest  in  this  study  from  its  inception  and  made  many  useful 
comments  and  suggestions. 

Appreciation  is  expressed  for  the  unlimited  assistance  and  infor- 
mation given  the  author  by  mai^y  persons  concerned  v;ith  the  Fdnneapolis- 
St.  Paul  fluid  milk  market,  particularly  by  D.  F.  Spencer,  Market  Admin- 
istrator of  Order  73,  and  S.  H,  Lowen  and  H.  C,  Burke tt  of  his  staff j  by 
Harry  R.  Leonard  and  George  N.  Pederson  of  the  Twin  City  Milk  Producers 
Association;  by  H.  S.  Borman  of  Franklin  Cooperative  Creamery,  Inc.,  and 
E,  S.  Elwell  of  Northland  I'4ilk  &  Ice  Cream  Company,  both  of  Minneapolis, 
Minn. J  and  by  John  J.  Handy  and  H.  E.  Erickson  of  the  health  departments 
of  Minneapolis  and  St.  Paul. 

Tlrianks  are  also  due  Don  S.  Anderson  and  Herbert  L.  Forest,  Deputy 
Directors  of  the  Dairy  Branch,  PMA,  and  Louis  F.  Herrmann,  Chief  of  the 
Research  Division,  Dairy  Branch,  PMA,  for  the  carefxil  review  they  gave 
the  manuscript.  They,  together  with  H.  C.  Feddersen  and  V.  G.  Sullivan 
of  that  Branch,  made  many  helpful  suggestions.  Other  colleagues  in  the 
U.  S.  Department  of  Agriciilture  offered  useful  comments  and  suggestions 
at  various  stages  of  the  study:  J.  B.  McCarthy,  0,  A.  Jamison,  H.  G. 
Hirsch,  R.  W.  March,  E.  S.  Harris,  J.  L.  Blum,  and  D.  0.  Haramerberg, 
formerly  consultant  to  the  Dairy  Branch  on  research  in  fluid  miUc  mar- 
keting problems. 

--oOo-~ 

The  study  on  which  this  report  is  based  was  made  under  the  authority 
of  the  Agricultural  Marketing  Act  (Rl-IA  Title  II). 
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SUl^lMARY 

^  ///  p 

(1)  The  twin  cities  of  Minneapolis  and  St.  Paia,  Minn,,  adopted 
a  Federal  lAllk   Marketing  Agreement  and  License  on  September  2,  1933. 
Since  that  time  the  Twin  City  market  has  been  under  continuous  Federal 
regulation.  The  market  is  one  of  the  larger  milk-consuming  areas  of  the 
Nation  and  is  located  in  the  midst  of  the  most  important  dairy  region  of 
the  United  States,  Most  of  the  processing  plants  in  this  region  are  owned 
or  operated  by  producer  cooperative  associations,  among  which  there  is 
active  competition  for  volume.  As  a  result  of  the  location  of  this  market, 
milk  prices  to  consumers  are  lower  there  than  in  most  cities,  but  the 
problem  of  establishing  proper  prices  for  fluid  milk  is  made  more  complex. 
Prices  for  fluid  milk  which  are  more  attractive  than  prices  for  manufac- 
turing milk  induce  nearby  producers  and  associations  to  seek  a  share  of 
the  fluid  market, 

(2)  The  Twin  City  market  was  seriously  disrupted  in  the  early 
1930 's  when  prices  for  manufactured  dairy  products  were  low  as  compared 
with  prices  in  the  local  fluid  market.  The  resulting  market  conflict 
continued  until  milk  was  sold  to  Minneapolis  distributors  for  as  little 
as  50  cents  a  hundredweight, 

(3)  In  the  initial  attempt  to  stabilize  the  local  fluid  market 
with  a  Federal  program,  a  marketing  agreement-license  was  used  to  regulate 
the  fluid  milk  industry  "across-the-board"  by  setting  minimum  prices  to 
producers,  exact  wholesale  and  retail  prices  to  consumers,  and  a  schedule 
of  fair  trade  practices  for  distributors.  The  terms  governing  resale 
prices  and  trade  practices  were  eliminated  by  August  1935 »  when  "orders" 
replaced  "licenses"  as  the  national  program.  The  license  with  its  pro- 
visions for  miniTium  prices  to  producers  remained  in  effect  until  1944« 

(4)  Feaeral  Order  73  was  put  into  effect  on  November  3,  194.5. 
Order  73  regulates  the  fluid  imrket  by  requiring  handlers  to  pay  producers 
at  least  the  minimum  prices  established  for  two  use  classes  of  milk, 

(5)  Many  changes  have  taken  place  in  the  supply,  distribution, 
utilization,  and  pricing  aspects  of  the  Twin  City  fluid  milk  msirket  during 
the  period  of  Federal  regulation.  Not  all  these  changes  were  necessarily 
the  result  of  such  regulation.  The  final  chapter  of  the  study  discusses 
those  developraents  of  particular  significance, 

(6)  The  economic  effects  of  the  Federal  programs  appear  to  be 
strongly  influenced  by  the  location  of  the  Twin  City  market  in  an  intensive 
dairy  area,  most  of  the  production  of  which  is  processed  by  producer  co- 
operative associations.  Under  the  order,  the  level  of  class  prices,  the 
privilege  of  qualified  cooperatives  to  blend  net  proceeds  in  paying  pro- 
ducers (rather  than  paying  the  miiform  price),  and  the  remissness  of  some 
of  the  cooperatives  in  weighing  and  testing  the  milk  of  member-producers 
not  orily  tended  to  favor  cooperatives  in  competition  with  proprietary 


handlers  buying  from  noniaember  producers,  but  led  the  cooperatives  to 
compete  vigorously  with  one  another  by  providing  marketing  services  rather 
than  by  cutting  prices  directly, 

(7)  The  Federal  milk  order  program  as  applied  to  the  Twin  City 
market  has  had  a  certain  stabilizing  effect  desired  by  producers  who  re- 
quested its  issuance,  but  a  number  of  marketing  problems  remain.  This 
study  analyzes  the  problems  that  have  arisen  in  the  market,  and  discusses 
stej»  that  have  been  or  may  be  taken  to  deal  with  them. 
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ECONOMIC      EFFECTS      OF      FEDERAL      REGULATION      OF      THE 
MINNEAPOLIS-ST.    PAUL      FLUID      MILK      MARKET 

By  Alexander  Swantz,  agricultural  economist 


I.  INTRODUCTION 

Piirpose  of  the  Study 

This  study  was  designed  to  provide  an  economic  analysis  of  the  effect 
of  Federal  milk  regulatory  programs  on  the  marketing  of  fluid  milk  and  its 
products  in  the  Minneapolis-St.  Paul,  Minn.,  marketing  area.  Since  1933,  the 
Federal  Government,  through  the  medium  of  milk  marketing  agreements,  licenses, 
and  orders,  has  played  an  increasingly  important  role  in  the  pricing  of  milk 
that  is  marketed  in  the  major  flioid  milk  consumption  centers.  As  of  December 
1950,  39  markets  were  regulated  by  Federal  milk  orders  issued  by  the  Secretary 
of  Agriculture  under  authority  delegated  to  him  by  Congress  and  upheld  by  the 
U.  S.  Supreme  Court.  Moreover,  the  regulatory  program  is  an  expanding  one, 
requests  being  continually  received  from  additional  markets  for  milk  orders 
to  replace,  modify,  or  strengthen  existing  price-determining  methods.  The 
transition  toward  governmental  regulation  of  flxoid  milk  markets  has  progressed 
far  enough  to  provide  a  basis  for  appraising  the  effects  of  these  regulatory 
programs  on  the  marketing  structure  for  fluid  milk  and  its  products. 

Scope  of  the  Study 

This  report  includes  a  synopsis  of  the  conditions  and  problems  in  the 
Minneapolis-St.  Paul  area  which  led  to  the  adoption  of  Federal  regulations,  as 
well  as  a  description  of  the  provisions  of  the  regulatory  programs  which  were 
used  in  dealing  with  these  problems.  Changes  in  the  regulatory  provisions  are 
described,  together  with  reasons  why  they  were  made.   An  attempt  has  been  made 
to  appraise:   (l)  The  efficacy  of  the  regulatory  measures  and  the  techniques 
and  policies  of  administration  in  solving  these  problems;   (2)  the  effects  of 
the  pricing  provisions  of  the  regulations  in  terms  of  the  objectives  of  the 
enabling  act,  as  amended;  and  (3)  the  effects  of  the  regulation  upon  the  con- 
sumption, production,  and  marketing  of  fluid  milk  and  its  products  in  the  Twin 
City  area.  Since  the  amount  of  seasonal  variation  in  production  represents  a 
major  marketing  problem  in  the  area,  an  analysis  is  made  of  the  effectiveness 
of  the  milk  order  in  correcting  the  problem.  The  study  should  contribute  to 
a  general  evaluation  of  the  marketing  agreement  and  order  program,  and  it  will 
provide  useful  information  for  those  concerned  with  the  Twin  City  milk  order. 


Soin'ce  of  Data 

Data  for  the  study  were  obtained  from  many  sources.  The  information 
pertaining  to  the  scope  and  techniques  of  the  Federal  programs  and  to  the  exact 
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provisions  contained  in  the  regulations  as  promiilgated  for  the  local  market 
were  obtained  from  the  files  of  the  Dairy  Branch,  Production  and  Marketing 
Administration,  United  States  Department  of  Agriculture.  The  official  hear- 
ing records  and  the  recommended  decisions  of  the  Department  were  examined 
and  analyzed  to  provide  the  information  which  pertains  to  the  proposals 
advanced  by  different  interests  in  the  Twin  City  market  and  to  ascertain 
the  economic  considerations  that  influenced  the  provisions  actually  incorpo- 
rated into  the  order.  Information  concerning  the  characteristics  of  the 
Minneapolis-St.  Paiil  market,  the  history  and  scope  of  the  local  and  State 
sanitary  regulations,  and  the  conditions  in  the  fluid  market  which  preceded 
Federal  regulation  were  obtained  from  personal  interviews  and  from  State 
and  U.  S,  Department  of  Agriculture  publications,  the  monthly  bulletins  of 
the  Twin  City  Milk  Producers  Association  (TCMPA),  reports  of  special  investi-  ^ 
gating  committees,  published  reports  of  the  U.  S.  Bureau  of  Census,  the  files 
of  the  municipal  court  in  Minneapolis,  from  the  records  of  the  Minneapolis 
and  St.  Paul  health  departments,  and  similar  sources. 

Detailed  statistical  data  for  the  entire  market  are  lacking  for  the 
years  prior  to  194-6.  The  Twin  City  Milk  Producers  Association  generally 
supplied  from  about  80  to  90  percent  of  the  fluid  milk  requirements  of  the 
market  prior  to  194-6,  however,  and  the  records  of  the  association  served  as 
a  good  source  of  statistical  data  for  that  period.  For  the  period  since  194-5, 
the  records  of  the  market  administrator  and  the  Dairy  Branch  provided  a  wealth 
of  detailed  statistics  and  information. 

The  twin  cities  of  Minneapolis  and  St.  Paul,  Minn.,  were  among  the  first 
four  markets  to  adopt  a  Federal  Milk  Marketing  Agreement  and  License  under  the 
first  program  developed  by  Congress  and  the  United  States  Department  of  Agri- 
culture to  regulate  fluid  milk  markets.  Since  that  time  (September  2,  1933), 
the  Twin  City  market  has  been  under  continuous  Federal  regulation  of  one  type 
or  another  and  has  utilized  or  been  subject  to  each  distinct  type  of  milk 
market  control  that  was  promulgated.  The  Minneapolis-St.  Paul  market  covers 
one  of  the  larger  milk-consuming  areas  of  the  Nation.  At  the  same  time,  this 
market  is  located  in  the  midst  of  the  most  important  dairy  region  in  the  United 
States.   (See  discussion  beginning  on  p.l3. )  These  facts  make  it  desirable  to 
include  an  analysis  of  the  Twin  City  market  as  a  part  of  any  attempt  to  evaluate 
the  historical  and  economic  effects  of  Federal  regulation  on  the  marketing  struc- 
ture for  fluid  milk  and  its  products.  -   . 
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II.  BACKGROUND  OF  FLUID  ^^ILK  MARKETING  REGULATION 

State  and  Local  Regulation 

Fluid  milk  is  one  of  our  most  important  foods  from  the  standpoint  of 
both  health  and  of  the  amount  consumed.  At  the  same  time,  it  is  highly 
perishable,  bulky  (87  percent  water),  easily  contaminated,  and  a  favorable 
mediimi  for  bacterial  growth.  Because  of  its  universal  use  and  the  necessity 
for  strict  sanitation  practices  in  its  production  and  distribution,  milk  has 
become  the  subject  of  increasing  degrees  of  governmental  regulation  at  local, 
State,  and  national  levels.  The  earliest  regulation  of  the  milk  industry  was 
concerned  primarily  with  protecting  consumers  against  fraud  and  adulteration. 
The  scope  of  regulation  was  later  broadened  to  cover  other  factors  affecting 
health  and  sanitation.  Today,  therefore,  nearly  every  large  city  in  the 
United  States  has  established  sanitary  and  quality  requirements  which  must 
be  met  before  fluid  milk  can  be  distributed  to  consumers.  {A)   1/ 

The  characteristics  of  whole  milk,  and  the  local  application  of  health 
and  sanitation  regulations,  create  serious  problems  in  the  marketing  and 
pricing  of  fluid  milk.  Generally  speaking,  each  consumption  center  has  its 
separate,  localized  source  of  supply,  and  prices  are  determined,  within  limits, 
by  negotiation  rather  than  by  the  interplay  of  competitive  forces  operating 
on  a  more  Nation-wide  basis.  Consequently,  fluid  milk  producers  are  closely 
identified  with  an  individual  market  and  with  an  independent  pricing  ^stem 
susceptible  to  a  certain  degree  of  local  influences. 

Until  the  early  1900 's,  these  price  negotiations  were  between  the 
farmers  and  small  retail  distributors,  but  farmer-distributors  finrnished 
keen  competition  for  the  small  retgiil  distributors  and  thereby  played  an 
important  role  in  setting  the  price  level.  As  the  population  grew,  the 
demand  for  milk  increased.  The  higher  health  standards  which  were  imposed 
during  this  period  necessitated  more  expensive  equipment  for  pasteiirization, 
bottling,  and  distribution,  and  milk  distribution  became  a  specialized  busi- 
ness that  required  large  capital  outlays.  Under  these  conditions,  dealers 
became  larger  and  fewer  in  number.  To  some  extent,  the  trend  toward  special- 
ization applied  to  milk  production  on  fanns,  and  farmers  shifted  from  being 
farmer-distributors  to  producers  of  milk  for  sale  to  distributors.  However, 
farms  remained  relatively  small  and  numerous.  The  result  was  that  distri- 
butors were  often  in  a  powerful  position  to  force  producers'  prices  downward 
by  pitting  producers  and  small  producer  groups  against  one  another.  In  other 
instances,  distributors  were  able  to  resist  producers'  demands  for  price  in- 
creases even  though  farmers'  costs  were  increasing. 

The  formation  of  farmer  cooperatives  was  encouraged  by  the  Clayton 
Act  of  191^  end  the  Capper -Vol stead  Act  of  1922  as  the  best  method  of 
strengthening  the  bargaining  position  of  the  individual  farmers  in  their 


1/  Underscored  numbers  in  parentheses  refer  to  Literature  Cited,  p. 209. 
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price  negotiations  with  large  metropolitan  distributors.  The  cooperative 
marketing  acts  passed  by  the  Minnesota  State  Legislatiare  in  1919  and  1923 
gave  additional  impetus  to  this  movement.  Many  important  producers*  cooper- 
atives, including  the  Twin  City  Milk  Producers  Association,  had  been  formed 
by  the  1920 's,  and  they  succeeded  fairly  well  in  equalizing  the  bargaining 
power  of  the  producers,  as  against  the  interests  of  the  distributors,  and  of 
the  eiiq>loyees*  unions,  which  had  also  become  interested  parties  by  that  time. 

During  the  period  from  1914-  to  1930,  the  producers'  cooperatives 
developed  such  techniques  as  the  "classified  price  plan**  and  pooling  ar- 
rangements to  improve  the  pricing  of  milk  and  to  provide  for  a  more  equitable 
distribution  of  the  returns  to  their  producer-meniers.  Although  these  new 
methods  became  fairly  well  established  as  an  industry  pattern,  they  tended 
to  break  down  because  of  the  inherent  advantages  which  might  accrue  to  pro- 
ducers and  dealers  who  refused  to  participate  in  the  plans.  Dealers  vho   re- 
fused to  participate  in  the  plan  usually  purchased  milk. from  non-member  pro- 
ducers on  a  flat  price  basis  at  prices  that  were  the  same  or  even  slightly 
higher  than  the  blended  prices  returned  to  producernnembers  by  the  cooper- 
ative associations.  The  dealers  in  turn  usually  purchased  only  enough  milk 
to  supply  their  fluid  requirements,  which  made  the  net  cost  of  milk  to  them 
substantially  lower  than  the  Class  I  price  negotiated  by  the  producers'  cooper- 
ative. The  fact  that  non-cooperators  could  easily  nullify  the  efforts  of  the 
cooperatives  was  a  serious  weakness  in  the  fluid  milk  marketing  structure  of 
that  time,  although  it  did  not  become  too  apparent  until  the  early  1930' s. 
During  the  widespread  depression  of  that  period,  producers'  fluid  milk  prices 
declined  sharply  in  all  markets,  including  metropolitan  markets  serviced  by 
strong  producer  cooperatives.  The  prices  for  manufactured  dairy  products  also 
declined  sharply  during  this  period,  and  producers  of  manufacturing  milk  began 
to  exert  special  efforts  to  sell  at  least  a  part  of  their  production  in  nearby 
fluid  markets.  The  distributors  and  the  unions  were  able  to  maintain  their 
margins  and  their  wage  rates  relatively  well,  with  the  result  that  the  briint 
of  the  price  declines  had  to  be  borne  by  the  farmers  in  the  form  of  sharply 
lowered  milk  prices.  The  fluid  markets  became  disorganized  and  chaotic,  with 
the  result  that  producer  groiips  demanded  some  sort  of  governmental  regulation. 

During  1932  and  1933  many  State  governments  undertook  various  programs 
designed  to  regulate  milk  prices  in  a  way  that  would  raise  and  stabilize 
returns  to  farmers.  These  programs  provided  for  the  use  of  classified  price 
and  pooling  plans  similar  to  those  installed  by  the  farmers'  cooperative  as- 
sociations during  the  1920' s.  They  all  fixed  at  least  minimum  prices  to 
producers,  and  several  States  also  provided  for  fixing  the  price  of  milk  to 
consumers.  Although  26  States  did  enact  milk  control  legislation  of  one  type 
or  another,  Minnesota  never  undertook  a  progrem  to  deal  with  the  problem. 

Federal  Regulation 

Congress  sought  to  relieve  the  effects  of  the  depression  upon  the  agri- 
ciiltural  sector  of  the  econony  by  passing  the  Emergency  Agricultiaral  Relief 
Act  (Public  Law  No.  10,  73d  Cong.),  in  1933,  Title  I  of  which  is  commonly  known 
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as  the  ^ricultijral  MJustttent  Act  of  1933.  This  emergency  legislation  was 
passed  to  help  connect  the  disparity  that  existed,  at  that  time,  between  the 
prices  for  agricultural  comnodities  and  the  prices  of  articles  that  fanners 
boxj^ht,  in  the  belief  that  the  national  emergency  could  be  corrected  in  part 
by  increasing  the  purchasing  power  of  farmers.  This  law  provided  authority 
for  the  Secretary  of  Agriculture  to  regulate  the  marketing  of  milk,  as  well 
as  other  fanr  products,  in  such  a  way  as  to  stabilize  the  markets  and  increase 
returns  to  farDiers, 

The  act  empowered  the  Secretary  of  Agriculture  to  enter  into  marketing 
agreCTiente  with  persons  or  groups  who  handled,  in  inter-state  cojnmerce,  any 
agricultural  conmodity.  As  later  promulgated,  the  marketing  agreements  for 
milk  contained:  (l)  A  schedule  of  minimum  prices  which  had  to  be  paid  pro- 
ducerp  for  milk;  (2)  a  schedule  of  exact  resale  prices  to  consumers;  and  (3) 
a  list  of  tinfair  trfide  practices  that  were  to  be  outlawed.  These  agreements 
could  be  enforced  only  on  those  parties  who  signed  them,  however,  hence  the 
Secretary  was  further  authorized  to  issue  a  license  which  imposed  the  terms 
of  the  agreement  upon  ell   handlers  in  the  market.  The  entire  authority  for 
the  prograjTi  was  contained  in  two  short  paragraphs  of  the  enabling  act,  which 
left  broed  discretionary  powers  to  the  Secretary  as  to  what  might  properly  be 
included  in  such  marketing  agreements  and  licenses.  For  Ihe  most  part,  how  - 
ever,  the  Secretary  incorporpted  into  the  marketing  agreements  and  licenses 
such  provisions  with  respect  to  classification  of  milk,  minimum  class  prices, 
and  pooling  of  returns  as  continued  the  marketing  practices  established  earlier 
by  negotiation  between  the  cooperatives  and  the  distributors.  The  request  for 
regulation  of  a  market  originated  with  the  cooperative  association  or  associ- 
ations of  producers  supplying  the  market,  end  it  was  the  general  policy  of  the 
U.  S.  Department  of  Agriculture  to  adopt  the  procedures  recommended  by  such 
organizations  whenever  an  agreement-license  was  issued. 

There  were  numerous  violations  of  the  resale  pricing  provisions  of 
this  first  program,  however,  and  in  January  1934-,  the  Secretary  of  Agriculture 
abandoned  them  and  canceled  the  marketing  agreements  then  in  effect. 

By  1935  it  became  clear,  after  a  series  of  adverse  court  decisions, 
that  the  legislative  authority  for  the  marketing  regulation  would  have  to  be 
clarified  and  strengthened  before  the  producer  price-fixing  aspects  of  the 
program  could  be  enforced  by  law.  This  was  accomplished  by  amending  the  act 
on  August  26,  1935.  The  amendjcent  provided  for  the  issuance  of  "orders" 
instead  of  "licenses,"  and  prescribed  the  use  of  public  hearings  to  receive 
evidence  upon  vMch  the  promulgated  orders  had  to  be  based.  It  also  set 
forth  the  terms  that  could  be  included  in  an  order  and  the  procedures  that 
had  to  be  followed  in  effectuating  an  order,  and  permitted  cooperation  with 
State  authorities  in  the  administration  of  milk  regulatory  programs. 

In  addition,  the  amendment  required  that  in  en  order  the  minimum 
prices  payable  by  handlers  had  to  be  fixed  on  a  classified  price  plan  and 
the  resultant  returns  pooled  before  being  distributed  to  producers. 

Shortly  after  the  amendment  to  the  act  became  effective,  its  production- 
control  and  processing-tax  provisions  were  declared  unconstitutional  by  the 
U.  S.  Supreme  Court  (U.S.  v.  Butler,  297  U.  S.  1,  January  6,  1936).  One  result 


•  ,  -  6  - 

of  this  action  wes  to  create  a  legal  \incertaitity  as  to  the  validity  of  th« 
entire  act,  indijdiiig  those  sections  -which  authorized  the  milk  marketing 
agreement  and  order  program.  The  co\irts  ruled  later  that  these  provisions 
were  not  affected  by  the  January  1936  decision,  but  Congress,  in  the  mean- 
time, reenacted  and  amended  these  provisions  into  a  separate  statute  known 
as  the  Agricultural  Marketing  Agreement  Act  of  1937.  This  act,  as  amended, 
provides  the  authority  for  the  present-day  Federal  milk  order  program. 

Severed  of  the  changes  effected  by  the  1937  act  have  been  quite  sub- 
stantial. One  change  adopted  a  broader  definition  of  interstate  commerce 
and  another  included  an  authorization  for  the  alternative  program  of  arbi- 
tration and  mediation  in  settling  milk  disputes.  Most  important,  perhaps, 
was  the  provision  authorizing  additional  standards  to  guide  the  Secretary 
of  Agriculture  in  the  fixing  of  appropriate  minimum  prices  to  producers. 
This  change  permits  the  Secretary  of  Agriculture  to  replace  the  parity 
price  concept  with  a  broad  and  flexible  standard  whenever  he  determines, 
from  the  evidence  received  at  a  public  hearing,  that  milk  prices  at  the 
parity  level — 

"are  not  reasonable  in  view  of  the  price  of  feeds,  the  available 
supplies  of  feeds,  and  other  economic  conditions  which  affect 
market  supply  and  demand  for  milk  and  its  products  in  the 
marketing  area  to  which  the  contemplated  agreen^nt,  order,  or 
amendment  relates.  •  •  •" 

The  act  provides  that  under  such  circximstances  the  Secretary  of  Agriculture — 

"shall  fix  such  prices  as  he  finds  will  reflect  such  factors, 
insure  a  sufficient  qixantity  of  pure  and  v^olesome  milk,  and 
be  in  the  public  interest," 

This  authority  permits  milk  prices  to  be  related  to  general  economic 
factors  in  that  particular  area,  its  intent  being  to  provide  a  producer  price 
that  will  tend  to  equate  supply  and  demand  over  a  reasonable  period  of  time 
after  proper  allowances  for  seasonal  and  cyclical  fluctuations  in  production 
and  consumption.  In  actual  practice,  this  new  standard  has  replaced  the 
parity  price  concept  in  the  determination  of  proper  levels  for  producer 
prices  under  Federal  milk  orders. 

Procedige  for  the  Promulgation  of  a  Federal  Milk  Order 

Request  for  Action 

A  request  for  a  Federal  order  to  fix  minimum  prices  for  milk  is  initi- 
ated by  persons  in  the  marketing  area.  Their  application  for  Federal  partici- 
pation usually  is  accompanied  hy   a  proposed  marketing  agreement  and  order;  this 
proposal  later  serves  as  the  basis  for  discussion  at  tne  public  hearing.  In 
actual  practice,  requests  and  proposed  orders  nearly  always  come  from  a  cooper- 
ative association  of  fluid  milk  producers  that  feels  it  needs  the  assistance 
of  the  Secretary  of  AgriciiLtiire  to  settle  certain  marketing  problems  or  to 
obtain  a  satisfactory  price  for  milk  of  its  members. 
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Preliminary  Investigation 

The  U,  S,  Department  of  Agriculture  makes  a  preliminary  investigation 
of  conditions  in  the  market  to  determine:  (l)  The  presence  and  degree  of  inter- 
state commerce  involved  in  the  marketing  of  milk  in  that  areaj  (2)  v^ether  the 
problems  involved  come  within  the  jurisdiction  of  a  Federal  milk  orderj  (3) 
vAiether  the  petitioners  and  others  in  the  market  can  support  their  proposal  at 
a  public  hearing;  and  (4-)  v^ether  the  provisions  of  a  Federal  mi]Jf  order  could 
correct  the  problems  Involved.  These  determinations  usually  are  wade  after 
conferences  in  the  marketing  area  vdth  the  producer  representatives  end  handlers 
concerned.  If  the  Assistant  Administrator  for  Marketing  of  the  Production  and 
Marketing  Administration  determines,  on  the  basis  of  fact  from  the  preliminary 
investigation,  that  the  proposed  order  would  tend  to  effectuate  the  declared 
policy  of  the  act,  he  issues  a  notice  of  the  time  and  place,  when  a  public 
hearing  will  be  held  on  the  propossl.  This  notice  is  published  in  the  Federal 
Register  at  least  15  days  prior  to  the  opening  date  of  the  hearing.  The  time 
interval  is  to  provide  interested  parties  with  an  opportunity  to  prepare  testi- 
mony and  meke  arrangements  to  appear  at  the  hearing. 

Public  Hearing 

The  public  hearing  is  held  at  a  convenient  location  in  the  marketing 
area  vrtiere  the  proposed  order  will  apply,  and  is  presided  over  by  a  hearing  offi- 
cer of  the  U,  S.  Department  of  Agricultiire  designated  by  the  Secretary  of  Agri- 
culture. In  some  large  markets,  several  hearings  are  held  in  different  locations 
to  afford  all  interested  parties  en  opportunity  to  testify  for  or  against  the 
order  or  any  of  its  specific  proposals.  The  hearing  officer  administers  oaths, 
receives  or  excludes  evidence  and  testimony,  and  generally  conducts  the  meeting 
in  a  manner  conducive  to  liberal  questioning  of  witnesses  and  presentation  of 
testimony.  The  hearing  usually  opens  by  having  an  economist  of  the  Department 
present  a  compilation  of  statistical  information  concerning  the  market;  these 
data  are  made  available  for  the  use  of  all  persons  at  the  hearing. 

All  persons  submitting  or  favoring  proposals  are  given  an  opportunity 
to  testify  in  support  of  them;  persons  opposed  to  them  are  likewise  given  an 
opportunity  to  so  testify.  Producers,  handlers,  and  representatives  of  Federal, 
State,  and  local  governments  are  all  active  participants  as  to:  (l)  Whether  there 
is  a  need  for  regulation;  and  (2)  what  particular  terms  or  conditions  shoiild  be 
incorporated  into  an  order  that  might  be  issued.  All  parties,  including  consumers, 
are  accorded  an  opportunity  to  testify,  but  in  most  areas  very  few  groups,  other 
than  producers  end  distributors,  have  actually  participated  in  hearings.  All 
testimony  is  recorded  by  a  reporter,  and  at  the  conclusion  of  the  hearing  the 
hearing  officer  specifies  a  time  period  in  which  interested  parties  may  file 
briefs  of  proposed  findings  or  arguments  based  upon  the  evidence  in  the  hearing 
record.  The  terms  of  any  milk  order  promulgated  roust  be  based  upon  the  facts 
or  evidence  adduced,  including  evidence  contained  in  exhibits  admitted  in  evidence 
and  matters  of  which  official  notice  has  been  taken  at  the  public  hearing: 
Provided .  That  interested  parties  have  been  given  adequate  notice  and  opportunity 
to  show  that  the  evidence  was  not  factual  or  was  erroneously  noticed. 
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The  Recommended  Decision 

The  hearing  record  is  analyzed  after  the  time  for  filing  briefs  has 
expired,  and  the  Assistant  Administrator  for  Marketing  of  the  Production  and 
Marketing  Administration  files  a  recommended  decision  vith  the  Hearing  Clerk, 
based  upon  the  analysis  of  the  evidence  in  the  hearing  record.  This  recommended 
decision  contains  the  opinion  of  the  U.  S.  Department  of  Agriculture  as  to  the 
need  for  an  order,  and  includes  a  discussion  of  the  issues  and  the  reasons  for 
the  conclusions  reached.  If  this  decision  recommends  the  issuance  of  an  order, 
it  also  contains  a  statement  as  to  the  need  for  an  order  and  to  the  ^fect  that 
the  milk  concerned  is  in  the  flow  of  inter-state  commerce.  It  then  presents 
the  detailed  provisions  of  the  order  as  proposed  for  the  market,  together  with 
evidence  and  reasons  for  such  provisions.  This  preliminary  statement  on  the  situ- 
ation is  published  in  the  Federal  Register,  and  intere?^ed  parties  are  given  an 
additional  period  of  time,  more  than  20  days  in  some  cases,  in  which  to  take  ex- 
ception to  any  particular  provisions  of  the  recommended  order. 

The  Final  Decision 

After  the  time  elapses  for  the  filing  of  exceptions  to  the  provisions 
contained  in  the  recommended  decision,  the  hearing  record,  and  all  briefs,  argu- 
ments, and  exceptions  are  reviewed  and  a  final  decision  and  a  marketing  agreement 
and  order  are  issued  by  the  Secretary  of  Agriculture,  This  final  decision  in- 
cludes a  statement  of  the  Secretary  of  Agriculture's  findings  and  conclusions 
together  with  a  statement  of  the  facts  and  reasoning  behind  them  and  each  of  the 
provisions  of  the  marketing  agreement  and  order.  The  Secretary  is  also  required 
to  make  public  his  rulings  and  reasoning  upon  each  exception  filed  by  interested 
parties  against  the  recommended  decision  of  the  Assistant  Administrator  for  Mar- 
keting, 

After  the  marketing  agreement  is  approved  by  the  Secretary  of  Agriculture, 
copies  are  mailed  to  eligible  handlers  for  their  signature.  If  at  least  50  per- 
cent of  the  handlers  (who  also  handle  at  least  50  percent  of  the  volume  of  the 
milk  to  be  regulated)  sign  the  marketing  agreement  with  the  Secretary,  it  is 
issued  immediately.  The  identical  terms  in  the  marketing  agreement  are  then 
made  binding,  upon  all  handlers  in  the  market,  by  the  issxiance  of  a  Federal 
milk  order.  If  the  handlers  of  at  least  50  percent  of  the  milk  fail  or  refuse 
to  sign  the  marketing  agreement,  the  Secretary  may  still  issue  the  order  without 
an  agreement  if  he  finds  that:  (l)  The  failure  of  the  handlers  to  sign  the  agree- 
ment will  tend  to  prevent  the  effectuation  of  the  declared  policy  of  the  actj  and 
(2)  the  issuance  of  a  Federal  milk  order  is  the  only  practicable  method  of  b- 
chieving  that  end. 

Because  roost  handlers  generally  fail  or  refuse  to  sign  the  marketing  agree- 
ments, they  have  not  played  an  important  role  in  the  milk  regulatory  program. 
Milk  orders  contain  identical  provisions  and  ere  binding  upon  all  harpers 
whether  signatories  or  not;  hence,  they  have  been  used  as  the  principal  method 
for  regulating  fluid  milk  handlers  in  the  federally  regulated  markets.  In  any 
event,  no  Federal  order  can  be  instituted  until  it  has  been  approved  in  a 
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referendvuD  by  two-thirds  of  the  voting  producers  (by  number  or  volume  of  pro- 
duction) who  served  the  marketing  erea  during  a  representative  period  of  time, 
usually  a  recent  specified  month.  If  the  order  specifies  an  individual-handler 
pool,  it  must  be  approved  by  75  percent  of  the  producers  supplying  the  market. 
The  enabling  act  permits  a  qualified  cooperative  association  to  cast  the  vote  for 
its  entire  membership  as  a  unit.  The  order  then  becomes  binding  upon  all  handlers 
in  the  market  after  it  has  been  approved  by  the  requisite  number  of  producers  and 
published  in  the  Federal  Register. 

Amendments  to  a  Federal  Milk  Order 

Since  it  is  desirable  to  be  able  to  adjust  orders  rather  promptly  to  meet 
changing  market  conditions,  provision  has  been  made  to  permit  the  issuance  of  an 
amendment  in  less  time  than  that  required  for  the  issuance  of  an  original  order. 
If  the  proposed  amendments  deal  with  any  problem  other  than  extending  the  marketin 
area,  a  public  hearing  may  be  held  any  time  after  the  third  day  following  publi- 
cation of  the  notice  in  the  Federal  Register.  In  addition,  the  Secretary  of  Agri- 
culture is  permitted  to  issue  a  final  decision  directly  after  the  close  of  the 
hearing  if  following  the  regular  routine  would  delay  the  amendment  enough  to  hinde 
the  orderly  adjustment  to  the  new  market  conditions.  Amendments  to  an  operating  ' 
order  require  the  same  degree  of  producer  approval  as  did  the  original  order. 
Except  for  these  differences,  amendments  must  be  promulgated  by  the  same  general 
procedure  reqxiired  for  an  original  agreement  or  order. 

Suspension  and  Termination  of  an  Order 

The  enabling  act  provides  the  Secretary  of  Agriculture  with  the  emergency 
power  to  suspend,  without  a  public  hearing,  any  order  or  provision  of  an  order 
when  that  action  is  necessary  to  carry  out  the  purposes  of  the  act.  The  change, 
however,  must  be  one  that  can  be  effected  by  an  omission  of  text  from  the  order. 
It  has  been  used  in  several  markets  to  forestall  the  imposition  of  a  reduction  in 
minimixm  prices  to  producers.  In  practice,  the  Secretary  of  Agriculture  uses  this 
power  only  after  receipt  of  an  urgent  request  from  persons  in  the  market  and  aftei 
an  investigation  indicates  that  suspension  of  an  order  provision  is  the  most  prac- 
tical method  of  accomplishing  the  purpose.  The  Secretary  of  Agriculture  may  term: 
nate  an  order  if  he  finds  that  it  either  obstructs  or  does  not  effectuate  the  de- 
clared policy  of  the  Agricultural  Marketing  Agreement  Act,  as  amended.  The  act 
also  requires  that  an  order  must  be  terminated  at  the  request  of  a  majority  of  th< 
producers  who  produce  a  majority  of  the  milk. 

Operation  of  Federal  Milk  Orders 

Although  the  Federal  milk  regulatory  program  permits  a  high  degree  of  flexi- 
bility in  forirulating  a  regulation  to  fit  local  conditions,  all  Federal  orders 
fixing  minimum  prices  for  producer  milk  contain  certain  uniform  provisions  end  are 
administered  through  certain  prescribed  operating  procedures. 


-  10  - 


Findings  and  Determinations 

The  legal  instrument  known  as  the  order  usually  contains  an  opening 
section  devoted  to  the  findings  and  detenni nations  of  the  Secretary  of  Agri- 
culture with  respect  to  the  need  for  an  order,  the  pricing  standards  used  in 
fixing  the  level  of  minimuni  prices,  and  the  statement  that  the  order,  as  pro- 
mulgated, has  been  approved  by  the  required  nimber  of  milk  producers. 

Definitions 

In  order  to  specify  clearly  which  handlers  are  to  be  regulated  and  which 
producers  are  to  benefit  from  the  operation  of  the  milk  order,  an  early  section 
of  the  regulation  is  devoted  to  a  definition  of  such  key  terms  as  "handler," 
"producer,"  "producer-handler,"  and  "marketing  area."  The  definition  of  "marketing 
area"  delimits  the  territory  within  which  the  regulation  applies,  and  usually  in- 
cludes the  contiguous  towns,  cities,  and  minor  civil  divisions  normally  served  by 
distributors  located  in  the  market.  "Handlers"  are  all  the  fluid  distributors  and 
processing  plants  subject  to  the  pricing  provisions  of  the  order,  and  "producers" 
are  those  dairy  farmers  supplying  the  marketing  area  who  ere  to  receive  the  mini- 
mum prices  and  the  marketing  services  specified  in  the  order.  The  exact  scope  of 
each  such  definition,  however,  will  vary  as  between  markets. 

Market  Administrator 

Each  order  provides  for  the  appointment,  by  the  Secretary  of  Agricultiire, 
of  an  agent  to  administer  the  terms  and  provisions  of  the  regulation  as  it  applies 
to  the  marketing  area.  This  agent,  known  as  a  market  administrator,  receives 
reports  from  handlers  relative  to  their  receipts  and  utilization  of  milk,  and  is 
responsible  for  the  aiKiiting  of  handlers'  books  and  records  to  insure  that  farmers 
are  paid  correct  prices  for  all  the  milk  shipped  into  the  market.  His  office  also 
calculates  and  anno\;mce6  the  minimum  prices  for  each  class  of  milk  end  the  uniform 
producer  price  for  the  market  or  for  each  handler,  according  to  the  formulas  speci- 
fied in  the  order. 

As  a  further  protection  to  farmers  not  members  of  a  qualified  producers 
cooperative,  the  market  administrator  is  responsible  for  check  weighing  and  testing 
the  milk  as  it  is  received  at  plants  of  handlers.  The  cost  of  performing  this     I 
latter  service  is  borne  by  the  producers  receiving  the  service,  while  the  general 
administrative  work  of  the  entire  order  is  financed  by  an  assessment  levied  against 
the  handlers  subject  to  the  regulation.  The  rate  of  assessment  is  established  by 
the  order,  and  usually  varies  in  amount  from  2  to  5  cents  per  hundred  pounds  of 
milk,  depending  on  the  size  of  the  market  and  the  amount  of  service  rendered. 
Data  submitted  by  individual  handlers  are  confidential  information,  but  the  infor- 
mation so  obtained  can  be  combined  and  presented  in  a  way  that  is  beneficial  to 
the  entire  market.  The  market  administrator  is  subject  to  removal  from  office  at 
the  discretion  of  the  Secretary  of  Agriculture, 

Reports  of  Handlers 
An  integral  part  of  the  regulatory  program  is  the  requirement  that  handlers 
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submit  monthly  reports  to  the  market  administrator.  These  reports  show  the 
amount  of  milk  received  from  producers  and  from  other  sources  and  the  uti- 
lization of  this  milk  in  the  different  classes,  as  veil  as  other  pertinent 
data.  After  the  reports,  and  the  dealers'  records,  have  been  aiidited  by  the 
market  administrator,  it  is  possible  to  determine  whether  handlers  have,  in 
fact,  reported  all  their  piorchases  of  milk,  whether  the  milk  is  classified 
accurately,  and  whether  producers  have  been  paid  the  applicable  uniform 
prices.  The  reports  are  submitted  on  forms  and  in  a  manner  prescribed  by 
the  local  market  administrator,  and  they  may  serve  as  a  basis  for  disciplinary 
action  in  those  cases  where  handlers  violate  provisions  of  the  regulation. 

Classification  of  Milk 

As  required  by  the  enabling  act,  all  Federed  milk  orders  establish  a 
classification  plan  which  specified  the  various  uses  for  fluid  milk  and  cream 
and  assigns  them  a  classification  number.  Fluid  milk  and  fluid  milk  drinks, 
for  example,  are  usually  placed  in  Class  I,  Cream  may  be  in  Class  I  or  II, 
the  particular  class  depending  on  local  conditions.  Production  that  goes  into 
ice  cream,  butter,  or  cheese  is  placed  in  Classes  II,  III,  or  TV,  depending 
on  the  complexity  of  the  marketing  structure  in  each  regulated  area.  The 
objective  is  to  separate  the  various  uses  of  milk  into  classes  according  to 
its  relative  value  to  handlers  (and  consinners),  and  price  it  accordingly; 
that  is,  a  higher  minimum  price  for  Class  I  than  for  Class  II. 

Minimum  Class  Prices 

Each  order  then  sets  forth  the  minimum  price  or  a  formula  for  determining 
minimum  prices  for  each  class  of  milk.  Although  the  price  for  milk  in  aigr  manu- 
factured class  is  always  tied  to  the  price  for  manufactured  dairy  products  or 
fluid  cream  or  prices  paid  farmers  for  milk  used  in  such  prodiicts,  the  formulas 
for  determining  the  price  of  Class  I  milk  vary  widely  from  market  to  market. 
Some  formulas  tie  the  price  of  Class  I  milk  to  the  price  for  milk  in  manufac- 
turing uses;  others  base  it  on  other  indicators  of  general  and  local  economic 
conditions.  The  differential  of  the  Class  I  price  over  the  price  for  milk  in 
manufacturing  uses  varies,  of  course,  as  between  markets  and  frequently  within 
a  market  during  different  months  of  the  year.  The  price  established  applies  to 
milk  of  a  standard  butterfat  content  delivered  either  f .o.b,  the  market  or  to  a 
specified  distance  from  the  market.  The  order  may  also  provide  for  "butterfat" 
and  "location"  differentials  which  vary  the  minimum  price  up  or  down  to  make 
adjustment  for  milk  that  contains  an  amoiint  of  butterfat  different  from  the 
standard,  or  that  is  delivered  to  receiving  stations  at  specified  distances 
from  the  market. 


Uniform  Prices  to  Producers 

Federal  milk  orders  require  the  operation  of  a  "pooling"  plan  to  insure 
that  each  producer  receive  a  price  uniform  with  that  paid  other  producers  sup- 
plying the  same  handler  or  the  seme  market,  depending  on  the  type  of  pool  adopted, 
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Under  a  "market-wide"  pool,  the  total  monetary  retiorns  from  the  sale  of  milk  in 
the  entire  marketing  area  is  divided  by  the  total  amoimt  of  milk  shipped  into 
the  area  (and  sxibject  to  the  order),  and  all  producers  are  paid  the  same  "uniform", 
or  blended,  price  a  hundredweight  for  their  milk  shipments,  subject  to  location 
and  butterfat  differentials.  With  an  individual-handler  pool,  the  total  value 
of  milk  delivered  to  each  handler  is  divided  by  the  total  amount  of  milk  delivered 
to  that  handler,  and  all  producers  supplying  him  are  paid  the  same  "uniform",  or 
blended,  price  a  hundredweight  of  milk  of  the  same  grade  and  test.  Under  the 
latter  pool,  producers  of  milk  of  the  same  grade  and  test  supplying  one  handler 
receive  a  price  different  from  that  paid  producers  supplying  another  handler 
if  the  hatdlers  differ  significantly  in  the  proportion  of  milk  used  in  the  dif- 
ferent classes. 

As  in  the  case  of  minimum  class  prices,  the  "uniform"  price  to  producers 
is  based  on  milk  of  a  standard  butterfat  content  delivered  to  a  specified  point 
in  the  market.  The  uniform  prices  are  modified  for  each  producer,  because  of  the 
differences  in  the  butterfat  content  of  the  milk  delivered  by  individ\ial  producers 
and  the  distances  from  the  market  at  which  the  milk  is  delivered  to  handlers. 
These  are  known  as  "butterfat"  and  "location"  differentials  to  producers.  Some 
other  types  of  differentials  also  are  permitted,  such  as  "volume,"  "market,"  and 
"quality"  differentials. 

Other  Provisions 

The  remainder  of  an  order  contains  provisions  designed  to  make  effective 
the  sections  just  examined,  and  commonly  govern  such  practices  as  the  time  and 
method  of  making  payments  to  producers,  the  amount  of  the  assessments  for  admin- 
istration of  the  order  and  for  performance  of  the  marketing  services,  and  the 
conditions  under  which  the  order  can  be  suspended  or  terminated.  Less  frequently, 
orders  contain  provisions  governing  the  entry  of  new  producers  into  a  market  or 
plans  designed  to  influence  seasonality  of  milk  supplies. 
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III.  THE  TWIN  CITY  FLUID  MILK  MARKET 


The  Twin  Cities  of  Minneapolis  and  St,  Paul  are  in  east-central 
Minnesota  at  the  head  of  navigation  on  the  Mississippi  River,  These 
cities  form  a  metropolitan  trade  center  that  seizes  Minnesota,  North 
Dakota,  South  Dakota,  northern  Wisconsin,  and  parts  of  Nebraska,  Iowa, 
Montana,  and  Kjroming.  Minneapolis,  using  the  power  developed  at  St. 
Anthony  Falls,  has  become  an  important  industrial  city,  specializing  in 
flour  milling,  lumbering,  and  light  indiistry.  On  the  other  hand,  St.  Paul, 
located  on  more  navigable  waters,  has  developed  into  a  city  of  trade  and 
commerce,  specializing  in  wholesaling  and  jobbing.  Although  the  two  cities 
are  separate  political  entities,  they  form  a  single  metropolitan  fluid  milk 
market  which  generally  includes  the  area  within  a  15-niile  radius  of  a 
central  point  between  them.  Figures  from  the  Bureau  of  the  Census  show 
that  in  1950  the  population  of  this  area  was  1,060,792  persons — 517,277 
residing  in  the  city  of  Minneapolis,  309,474  in  the  city  of  St.  Paul,  and 
234,041  in  contiguous  suburbs.  The  population  is  mostly  of  North  European 
extraction,  the  Swedish,  Norwegian,  German,  and  Irish  nationalities  pre- 
dominating, and  dairy  products  have  always  formed  an  important  peu-t  of  the 
diet  of  these  people. 

Supply 

A  unique  characteristic  of  the  Twin  City  market  is  its  location  in 
the  center  of  an  intensive  butter-producing  area,   with  little  or  no  comr- 
petition  from  other  cities  for  available  milk  supplies.  The  New  York  and 
Boston  markets  draw  milk  supplies  from  areas  over  300  miles  away,  whereas 
within  50  miles  of  the  center  of  the  Twin  City  area  6  to  8  times  as  much 
milk  is  produced  as  is  consumed  for  fluid  uses  (table  1),  Other  estimates 
show  that  within  a  100-mile  circle  of  the  Twin  Cities  about  20  times  as 
much  milk  is  produced  as  is  required  for  fluid  pxirposes.  As  a  result  of 
this  vmique  situation,  milk  prices  to  consumers  are  lower  in  Minneapolis 
and  St,  Paul  than  in  most  other  cities,  but  the  pricing  problems  involved 
in  establishing  proper  quality  and  seasonal  price  differentials  between 
fluid  milk  and  milk  used  in  manufacturing  dairy  products  are  made  more 
important  and  more  complex.  Too  small  a  price  differential,  when  added 
to  stringent  health  regulations,  will  induce  producers  to  direct  milk  into 
manufacturing  uses  to  the  disadvantage  of  the  fluid  market j  relatively 
attractive  prices,  on  the  other  hand,  can  easily  induce  nearby  producers 
to  seek  a  share  of  the  higher  fluid  prices,  * 

This  vast  supply  of  milk  always  posed  a  problem  to  local  fluid 
producers  because  of  the  ease  with  which  it  could  be  shipped  into  the 
Twin  City  market.  This  was  particularly  true  during  the  period  prior  to 
December  1,  1950.  Since  that  time,  however,  the  adoption  of  the  Grade  A 
ordinance  in  Minneapolis,  and  its  observance  in  St.  Paul,  have  limited  the 
amount  of  milk  immediately  available  but  not  regularly  sold  in  the  market 
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Table  1.— Number  of  cows  milked,  production  of  milk  within  specified 
surroiinding  areas,  and  estimated  consumption  of  fluid  milk 
in  Minneapolis-St.  Paul,  Minn.,  1939  and  194^ 


Year 


1939 
19U 


Estimated 
consumption 
of  fluid 
milk  i/ 


Production  of  milk  in 
Minneapolis-St.  Paul 

„  arga  y;^thjLfl—  2/ 


0-50  mile 
radius 


0-100  mile 


Cows  milk  in 
Minneapolis-St.  Paul 
area  within—  3/ — 


0-50  mile 


0-100  mile 


1.000  tx?unds  1.000  pounds  J.p000  pounds    Ms^SL  MS^SL 

231,384      1,826,813    5,404,296   337,743    1,060,265 


324,503 


2,081,251    5,980,495    378,048   1,158,271 


i/  Estimate  of  market  administrator,  Miiineapolis-St,  Paul  market,  based 
on  actual  sales  of  TGMPA  to  distributors,  plus  estimate  of  volume  supplied 
by  other  producers  and  by  distributors  *  own  farm  production, 

2/  Calculated  by  mxiltiplying  gallons  produced,  as  reported  in  county 
data  in  Agricultural  Census  of  1940  and  1945,  by  8.6  lbs, 

2/  Agricultural  Census  of  1940  and  1945. 

to  that  available  at  a  number  of  Grade  A  plants  in  nearby  Wisconsin — about 
600,000  pounds  per  day  during  the  months  of  short  supply.  This  600.000 
pounds  is  eqxxal  to  about  53  percent  of  daily  Class  I  usage  (in  1950).  Most 
of  these  plants  have  supplied  milk  to  the  Twin  City  market  in  periods  of 
short  supply  during  the  last  few  yeairs.  In  addition,  other  plants  in  Wis- 
consin and  Minnesota  are  developing  supplies  of  Grade  A  milk  in  order  to 
qualify  for  eventual  entry  into  the  local  msurket.  The  supply  situation 
means,  then,  that  the  market  can  rather  easily  be  burdened  with  a  surplus 
or  threatened  with  a  shortage,  depending  upon  current  pricing  relationships. 


Type-of -farming  areas 

Figure  1  shows  the  location  of  the  supply  area  for  the  Twin  City 
market  as  well  as  the  boundaries  of  the  metropolitan  consumption  area,  as 
delineated  in  the  provisions  of  Federal  Milk  Order  No.  73,  The  milk  supply 
for  the  marketing  area  is  produced  in  four  distinct  type-of -farming  areas 
in  Minnesota  (fig.  2)  and  one  in  Wisconsin,  all  lying  within  a  general  50- 
mile  radixis  of  the  Twin  Cities  and  in  all  of  which  the  sale  of  dairy  cattle 
and  dairy  products  is  a  principal  source  of  farm  income. 

The  topograjiiy  of  these  type-of -farming  areas  varies  from  level  to 
gently  rolling  land,  although  some  of  the  land  in  Wisconsin  and  in  area  1 
of  Minnesota  is  more  rolling  and  rougher.  Dairy  farms  are  by  far  the  most 
important  type  of  farm  in  this  area  and  provide  the  largest  source  of  cash 
farm  income.  The  sale  of  hogs  and  poultry  is  an  important  soiirce  of  sup- 
plementary income.  About  one-half  of  the  farms  of  the  area  that  are  lo- 
cated in  Minnesota  auad  about  75  to  80  percent  of  those  located  in  Wisconsin 
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— —  •  — •  DELANO  COOPERATIVE  CREAMERY  ASSOCIATION 

IMIIIIIIMII  ST.  MICHAELS  COOPERATIVE  CREAMERY 
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—  I— I  — I  BALDWIN  COOPERATIVE  CREAMERY  ASSOCIATION 

TWIN  CITY  MILK  PRODUCERS  ASSOCIATION 

OXiKKWwoO  SUGAR  CITY  (CHASKA)  COOPERATIVE  ASSOCIATION 


Figure    I.    Location   of   the  Mi  nneapol  i  s-St .    Paul,    Minn.,    fluid   milk   marketing   area   and    supply  area.    (The  suppi,  area  for  the 
JiiteVt'herar'keT  i°n    igM!)""        ""'  '"•'■'"'  "operative  associations  that  served  the  larket   In   1950  ahd  the  area  of   I   association  that  was  preparing  to 
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Southeast    dairy    and    livestock. 

South    central    da  i  ry. 

Southwest   1 ivestock  and  cash  grain. 

West  central    cash   grain  and   live- 
stock. 
East   central    dairy   and    potatoes. 

Northwest   dairy,     livestock,    and 
clover  seed. 

Red    River    Valley    small    grain, 
potatoes  and   livestock. 

Northern,  cut  over,    dairy   potatoes 
and   clover   seed. 

Twin   Cities   suburban   truck,    dairy 
and   fruit. 
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Figure  2.  Type-of-f ami  ng  areas  in  Minnesota, 


Source:  Division  of  Agricultural  Economics,  University  of  Minnesota 
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are  classified  as  "dairy  farms."  These  dairy  farms  average  about  130  to 
150  acres  in  size,  except  around  the  Twin  Cities  (area  9)  where  the  average 
size  is  about  100  acres.  Prior  to  1940  most  of  the  milk  produced  in  this 
area  was  manufactured  into  butter  and  cheese  by  numerous  creameries  and 
cheese  factories.  In  spite  of  the  trend  toward  greater  shipments  of  fluid 
milk  &nd   larger  processing  plants,  there  were  still  approximately  146 
creameries  and  cheese  factories  in  this  general  50-mile  radius  in  1949 
(fig.  3).  A  large  part  of  the  tillable  land  is  in  permanent  pasture  of 
fairly  good  productivity,  the  remainder  of  the  land  being  devoted  largely 
to  the  production  of  iiay  and  feed  grains.  Most  of  the  crops  produced  are 
used  on  the  farms  for  livestock  feed. 


Producers  *  Cooperative  Associations 

Another  significant  aspect  of  the  supply  side  of  the  local  fluid 
milk  market  is  the  overwhelming  importance  of  milk  producers*  cooperative 
associations,  the  most  Important  of  which  is  the  Twin  City  Wilk  Producers 
Association.  Available  data  indicate  that  from  1923,  excepting  1932,  to 
the  present  the  voliime  of  milk  supplied  by  the  TCMPA  to  all  the  large 
distributors  in  the  two  cities  has  amounted  to  between  80  and  90  percent 
of  the  total  milk  consumed  in  the  market.  Prior  to  1946  and  particularly 
before  1933,  many  farmers  who  were  not  meiabers  of  cooperatives  had  fl^oid 
milk  outlets  in  the  Twin  Cities.  Some  of  them  sold  raw  milk  to  distribu- 
tors and  others  distributed  their  own  farra  production  directly  to  con- 
sumers. Table  12  shows  data  on  the  growing  importance  of  cooperatives 
for  the  period  beginning  January  1946.  More  than  1,000  nonmember  producers 
had  outlets  in  the  Twin  City  fluid  market  in  November  1945.  As  a  result  of 
their  gradual  withdrawal  from  the  market  or  their  absorption  into  coopera- 
tive groups  their  number  had  been  reduced  to  a  mere  43  during  1950.  By 
1950  cooperatives  were  serving  99.2  percent  of  the  producers  and  supplied 
mora  tfian  98  percent  of  the  volume  of  producer  milk  (exclusive  of  producer- 
handler  volume)  shipped  into  the  Twin  City  market. 

Twin  City  Milk  Producer^  Association.  This  association  was  formed 
on  January  2,  1917,  by  a  consolidation  of  several  small  local  fluid  milk 
cooperatives.  Local  dairymen  had  long  been  dissatisfied  with  the  manner 
in  which  they  were  forced  to  deal  with  Twin  City  distributors  when  selling 
their  fluid  milk  production,  and,  in  an  attempt  to  change  these  conditions, 
they  riad  formed  small  local  cooperatives  among  the  producers  in  their  im- 
mediate vicinities.  These  local  associations  were  largely  ineffective, 
however.  Dealers  woxild  brush  aside  the  demands  of  one  cooperative  by  point- 
ing out  that  similar  associations  In  other  ne€a*by  sections  stood  ready  to 
furnish  the  needed  milk  supplies  for  the  prices  designated  by  the  de€Ller 
group.  The  farmers  also  objected  to  the  selling  of  their  milk  on  the  basis 
of  dealers'  weights  and  tests,  and  the  protests  were  carried  in  increasing 
numbers  to  the  county  agricultural  agents  in  adjacent  counties.  After 
several  meetings  in  1916,  farmers  and  representatives  of  local  cooperative 
associations  voted  unanimously  to  form  a  new  central  cooperative  that  would 
be  known  as  The  Twin  City  Milk  Producers  Association.  It  began  selling  milk 
as  a  "bargaining"  association  on  April  1,  1917. 

This  pattern  of  cooperative  organization  was  springing  up  in  many 
sections  of  the  United  States,  partly  as  a  result  of  the  general  policy 
of  State  and  Federal  agencies  alike  to  encourage  cooperative  organizations 
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Figure  3.  Location  of  the  Minneapolis  -  St.  Paul  fluid  milk 
market  in  relation  to  the  locations  of  2GC  dairy  manufactur- 
ing plants  in  nearby  areas  of  flinnesota  and  Wisconsin. 


Source:  Directors  of  Dairy  Manufacturing  Plants  Published  by  the  Departments  of  Agriculture 
Minnesota  and  Wisconsin,  l9i|9-50.  ' 
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as  one  means  of  strengthening  the  econoaiic  and  bargaining  position  of  the 
individual  farmer.  This  policy  was  evidenced  at  the  national  level  by  the 
exemption  of  certain  forms  of  cooperative  organization  from  the  provisions 
of  the  Clayton  Act  of  1914,  followed  by  more  positive  action  in  the  sub- 
sequent passage  of  the  Capper-Volstead  Act  of  1922,  followed  in  turn  by  the 
use  of  cooperatives  as  an  integral  part  of  the  Federal  Farm  Board  program 
in  1929  and  by  the  special  provisions  relating  to  cooperatives  in  the  Grain 
Futures  Act,  the  Commodity  Exchange  Act,  and  similar  measures.  During  the 
period  prior  to  1922,  however,  many  States,  including  Minnesota,  also  had 
laws  that  forbade  any  combination  of  persons  to  monopolize  markets,  restrain 
trade,  or  attempt  to  influence  the  prices  for  its  products.  As  a  result, 
these  cooperatives  were  under  "heavy  fire"  for  sometime,  and  several  of  the 
larger  agricultural  cooperatives  were  indicted  as  combinations  in  restraint 
of  trade,  as  price  fixers,  and  as  monopolies  against  the  public  interest. 
The  TCMPA  was  no  exception.  Twin  City  newspapers  launched  bitter  attacks 
against  the  association. 

Most  of  the  newspapers  represented  the  cooperative  as  an  organiza- 
tion designed  to  destroy  private  property.  The  entire  executive  committee 
of  the  association  was  indicted  under  the  antitrust  laws  of  the  State  of 
Minnesota  on  the  basis  of  its  actions  to  organize  farmers  into  the  coopera- 
tive and  ne^oti&te   with  distributors  for  a  price  for  milk.  The  association 
charged  in  its  monthly  bulletin  that  "This  indictment  was  instigated  by  the 
dealers  in  the  twin  cities"  (6)  and  that  it  also  had  been  made  into  a  polit- 
ical issue  in  Hennepin  County.  (2) 

The  association's  officers  were  cleared  of  all  charges  on  September 
17,  1919,  after  2  years  of  indictment,  partly  as  a  result  of  jury  action 
in  Chicago  which  acquitted  officers  of  a  milk  marketing  cooperative  of 
similar  charges,  A  few  years  later  public  sentiment  and  Congressional 
action  had  changed,  and  cooperatives  were  encouraged  as  an  integral  part 
of  governmental  efforts  to  relieve  the  "farm  problem." 

The  effectiveness  of  the  new  bargaining  cooperative  was  limited 
because  of  the  large  amount  of  milk  not  used  for  fluid  products.  To  over- 
come this  obstacle  the  association  rented  several  manufacturing  plants  and 
became  an  "operating"  cooperative.  Six  such  plants  were  in  operation  by 
the  end  of  1913,  This  has  genei-aily  been  considered  to  have  been  a  wise 
plan  for  t.he  cooperative  to  follow;  since  it  has  enabled  the  TCMPA  to  sell 
distributora  only  tne  milk  needed  for  fluid  purposes,  and  to  withhold  the 
remainder  for  manufacture  into  other  dairy  products.  This  lias  given  the 
association  a  secure  market  position  and  a  bargaining  power  on  prices  for 
fluid  milk  that  would  be  imjxjssible  under  other  circumstances. 

An  integral  part  of  the  cooperative's  previous  operating  plan  had 
been  a  "full-supply"  contract  with  Twin  City  distributors.  This  contract 
required  that  TCMPA  furnish  signatory  distributors  their  entire  require- 
ments of  fluid  milk  in  the  exact  quantities  needed.  That  meant  that  a 
distributor  could  simply  call  the  association,  place  an  order  for  certain 
amounts  of  milk  and/or  cream,  and  the  association  would  deliver  the  order 
directly  from  plants  in  the  city  or  cause  it  to  be  delivered  by  farmer- 
members  adjacent  to  the  city.  The  association  continues  to  supply 
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distributors  with  the  same  service  today,  even  though  the  contracts  were 
allowed  to  expire  during  the  earlj  years  of  tha  World  war  II  period. 

This  arrangement  is  beneficial  to  distributors,  for  they  are  freed 
of  the  necessity  of  maintaining  byproduct  manufacturing  facilities  to 
utilize  the  inevitable  surpluses  that  occur  if  they  buy  all  the  milk  pro- 
duction of  certain  farms  irrespective  of  season  or  changes  in  consumer 
demands.  The  dealer  thus  concentrates  entirely  upon  processing  and  selling 
the  bottled  product,  with  the  assurance  that  all  other  distributors  who 
rely  on  the  TCMPA  (and  since  1945  all  distributors)  are  following  the  same 
milk  procurement  practices  and  paying  the  same  prices  for  their  raw  milk 
supplies. 

The  association,  of  course,  has  encountered  many  problems  in  pro- 
viding such  a  service  to  the  dealers}  the  principal  problem  has  been  to 
balance  the  highly  seasorial  receipts  from  farmer-members  with  a  different 
seasonal  consumption  pattern.  During  the  spring  ^ flush  production''  iiionths 
the  association  is  virtually  flooded  with  surplus  milk  (the  milk  not  used 
by  distributors  for  fluid  products).  This  surplus  milk  is  manufactured 
into  many  different  dairy  products  in  eight  differerit  plants  (in  1950)  lo- 
cated in  Minneapolis,  Rockford,  Watertown,  Elk  Rivsr,  Aiioka,  Nortafield, 
Farmington,  and  Lake  Elmo,   In  1935,  the  association  had  13  such  plants, 
but  improved  transportation  facilities  permitted  concentration  of  manufac- 
turing into  fewer  but  larger  and  more  modern  plants.  These  plants  are 
equipped  to  manufacture  milk  into  such  diverse  dairy  products  as  cream, 
plastic  cream,  butter,  skim  milk,  buttermilk,  powdered  whole  milk,  nonfat 
dry  milk  solids,  condensed  whole  and   skim  milk,  evaporated  milk,  and  ica 
cream.  The  importance  of  these  various  manufactured  products  to  the  asso- 
ciation varies  with  changing  economic  conditions,  because  the  association 
utilizes  the  flexibility  of  its  plants  by  diverting  milk  into  the  must 
profitable  byproduct  uses. 

The  contract  also  imposed  obligations  upon  the  distributors.  First 
and  foremost,  the  dealer  agreed  to  purchase  from  the  association  all  the 
milk  used  or  sold  by  him,  Tne  dealer  also  agreed  not  to  sell  any  miljc  pur- 
chased from  the  TCMPA  to  any  other  distributor  without  first  obtaining  the 
written  consent  of  the  cooperative.  Up  until  the  time  when  the  Federal 
Government,  acting  through  various  milk  marketing  prograius,  began  to  play 
the  major  role  in  detenaining  and  fixing  milk  prices  to  producers,  the 
contract  also  provided  for  a  method  of  price  determination  (sometimes  hy 
formula  and  at  other  times  by  direct  negotiation).  An  important  provision 
of  the  contract  gave  the  association  the  privilege  of  entering  the  distri- 
butor's plant  during  working  hours  for  the  purpose  of  checking  weights  and 
taking  samples  of  milk  supplied  by  association  members.  This  aiik  was 
later  tested  for  butterfat  content  in  the  association's  laboratory. 

Any  producer  in  the  association's  production  area  is  eligible  to 
join  the  cooperative.  To  qualify  for  membership,  each  prospective  raember 
must:   (1)  Equip  his  farm  premises  to  meet  the  requirements  established 
by  the  health  department  in  either  Minneapolis  or  St.  Paul,  and  (2)  pur- 
chase one  share  of  stock  for  each  four  cows  owned „  Prior  to  November  1950 
each  prospective  member  also  was  required  to  sign  a  membership  agreement 
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which  provided  that  the  farmer-member  consign  to  the  association  "all  milk 
and  cream  produced  by  or  from  the  cows  owned  or  controlled  by  him,  except 
such  part  thereof  as  may  be  required  by  said  producer  for  his  home  or  farm 
use  or  for  retail  by  himself,"  The  association  agreed  to  receive  all  such 
milk  produced  and  return  a  pro-rata  share  of  the  receipts  from  it  to  each 
producer  after  deducting  expenses  incurred  in  manufacturing  and/or  selling 
the  milk  or  milk  products.  This  agreement  was  effective  for  1  year,  but 
continued  self -renewed  unless  either  party  gave  written  notice  to  the  con- 
trary at  least  30  days  prior  to  June  1  of  any  year.  All  contracts  with 
individ\aal  members  were  canceled  after  November  1950,  as  most  of  the  pro- 
visions of  the  contract  were  incorporated  in  a  new  set  of  bylaws  which 
now  bind  members  to  the  association. 

It  has  been  the  association's  policy  not  to  accept  as  members  farmers 
who  live  outside  the  "established  milk  territory"  or  who  have  prior  contracts 
with  cooperative  creameries  or  cheese  factories  in  the  surrounding  territory. 
Prior  to  July  1,  194.8,  the  association  also  charged  a  membership  fee  of  $10 
to  cover  the  cost  of  opening  a  new  account  and  inspecting  the  prospective 
member's  farm;  no  such  charge  is  made  at  the  present  time. 

Retail  and  Wholesale  Distribution 

Milk  distribution  in  the  Twin  Cities  area  is  a  home-owned  industry. 
In  contrast  to  the  situation  prevailing  in  most  of  the  other  large  cities, 
none  of  the  large  national  dairy  corporations  has  an  affiliate  in  either 
Minneapolis  or  St,  Paul.  Most  of  the  distributing  companies  are   family- 
owned  and  -operated;  a  few  firms  in  Minneapolis  and  in  St,  Paul  are  owned 
by  the  same  interests  and  directed  by  interlocking  boards  of  directors. 
Uniquely  enough,  the  principal  distributor  in  Minneapolis  is  a  labor  union- 
consumer  cooperative  which  began  operations  on  March  24,  1921,  Since  that 
time  it  has  played  an  important  role  in  determining  the  pricing  and  sales 
practices  that  have  been  adopted  by  Minneapolis  distributors. 

Milk  stores  as  such  are  gaining  in  importance  as  outlets  for  fluid 
supplies,  and  milk  distribution  through  such  wholesale  outlets  as  grocery 
stores,  restaurants,  hotels,  schools,  and  milic  stores  accounts  for  slightly 
more  tnaa  one-half  of  the  fluid  sales  in  the  laarketing  area  at  the  present 
time.  Such  wholesale  outlets  (and  milk  stores  in  particular)  have  been 
and  are  relatively  more  important  in  St,  Paul  than  in  Minneapolis o  St,  Paul 
traditionally  had  been  a  more  important  market  for  raw  milk  distributors  and 
producer-distributors  than  Minneapolis,  but  raw  milk  outlets  were  prohibited 
by  State  law  after  July  1,  1950.  More  detailed  data  on  the  present  and  past 
status  of  milk  supply  -and  distribution  aspects  of  the  local  fluid  market 
are  presented  in  a  later  section  of  this  report. 

1'he  City  Milk  Ordinance 

As  pointed  out  earlier,  fluid  milk  is  highly  perishable,  easily 
contaminated  and  adulterated,  and  a  favorable  medium  for  bacterial  growth. 
Under  these  circumstances,  one  of  the  most  Important  foods  in  the  human 
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diet  easily  can  become,  and  at  times  has  been,  a  danger  to  the  health  of 
its  users.  The  incidence  of  milk-borne  diseases  in  the  larger  milk-con- 
suming areas  of  the  United  States  is  rare  today,  principally  because  local 
and  State  governments  have  passed  ordinances  and  promulgated  sanitary  re-        | 
quirements  with  respect  to  the  production,  processing,  and  distribution  of 
fluid  milk,  for  the  specific  purpose  of  protecting  the  health  and  welfare 
of  consumers.  The  Federal  Government,  through  the  U.  S.  Public  Health  j 

Service,  has  developed  recommended  sanitary  regulations  which  form  the 
basis  of  many  local  and  State  regulations. 

The  obligation  of  the  municipal  authority  to  protect  consumers  by         I 
milk  ordinances  was  stated  as  follows  in  a  191/*  decision  of  the  Illinois 
supreme  court: 

■  ■        i 
"There  is  no  article  of  food  in  more  general  Mse   than  j 

milk;  none  whose  impurity  or  unwholesomeness  may  more  quickly, 
more  widely,  and  more  seriously  affect  the  health  of  those  who 
use  it.  The  regulation  of  its  sale  is  an  imperative  duty  that 
has  been  universa3J.y  recognized,"  (^) 

The  courts  have  continued  to  ujiiold  the  legality  of  milk  ordinances  designed 
to  protect  the  public  health,  particularly  in  those  instances  where  the 
provisions  were  reasonable  and  not  arbitrary  or  discriminatory. 

In  addition  to  their  effect  upon  the  quality  of  milk  supplied  con- 
sumers, municipal  milk  ordinances  can  exert  economic  effects  upon  a  market,   ^   \ 
For  example,  such  ordinances  affect  the  production  and  marketing  costs  of 
milk.  The  cost  of  producing  Grade  A  fluid  milk  is  higher  than  the  cost 
of  producing  an  inferior  grade.  Also,  before  Grade  A  milk  can  be  made 
available,  it  is  necessary  to  overcome  the  inertia  of  producers  in  qualify- 
ing and  complying  with  the  inspection  and  sanitary  requirements.  For  these 
reasons  milk  meeting  the  requirements  of  local  ordinances  ordinarily  brings       > 
higher  prices  than  "uninspected"  milk.  In  addition,  the  Grade  A  require- 
ments affect  the  ease  or  readiness  with  which  additional  supplies  may  be 
diverted  to  a  given  market,  when  increased  supplies  are  needed.  Hence 
dairymen  who  are  already  qualified  for  that  market  have  an  opportunity  to 
negotiate  higher  prices  than  would  otherwise  prevail.  However,  since  the 
added  costs  of  meeting  the  Grade  A  requirements  are  capital  investments, 
producers  once  qualified  may  continue  producing  even  though  the  differential 
above  prices  of  uninspected  milk  falls  or  even  disappears  for  a  time. 

Theoretical  as  well  as  practical  considerations  cause  distributors        f| 
and  milk  producers,  with  health  department  permits,  to  want  limitations  i 

placed  on  the  number  of  shippers  supplying  a  market,  or  to  want  provisions        | 
which  at  least  will  impede  the  movement  of  milk  in  and  out  of  a  marketing 
area.  These  demands  often  are  met  by  sanitary  regulations  that  not  only 
protect  health  but  also  act  as  economic  barriers. 

The  imposition  of  strict  sanitary  regulations,  and  the  establishment       ; 
of  normal  price  premivims  that  result  from  the  difference  in  the  costs  of 
transporting  milk  in  different  forms — fluid  milk,  cream,  or  butter — will 
also  provide  an  important  basis  for  a  milk  classification  system.  Such  a 
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classification  system,  in  turn,  will  become  an  integral  part  of  the  milk- 
pricing  system  that  can  be  applied  to  a  particiilar  market.  It  is  necessary 
therefore  to  examine  the  milk  ordinances  of  Minneapolis  and  St.  Paxil,  to 
measiire  their  influence  as  accurately  as  possible,  and  then  to  define  their 
relationship  to  the  various  Federal  milk  regulatory  programs. 

Minneapolis  Milk  Ordinances 

The  Commissioner  of  Heaulth  in  Minneapolis,  operating  xinder  the  juris- 
diction of  the  Board  of  Public  Welfare,  is  charged  vdth  the  responsibility 
of  enforcing  the  milk  ordinance  along  with  a  number  of  other  duties  relating 
to  public  health  and  welfare.  Although  Minneapolis  recently  adopted  a  Grade 
A  milk  ordinance  that  meets  the  standards  of  the  milk  ordinance  and  code 
recommended  by  the  U.  S.  Public  Health  Service  for  such  milk,  certain  pro- 
visions of  the  city's  preceding  milk  and  delivery  ordinances  had  been  set 
aside  by  subsequent  actions  of  the  Minnesota  State  Legislature  or  by  munic- 
ipal, district,  or  State  court  decisions. 

In  1917,  Minneapolis  adopted  its  first  ordinance  governing  the  quality 
of  milk.  A  second  milk  quality  ordinance  was  put  into  effect  in  May  1932, 
and  this  ordinance  was  replaced  on  December  1,  1949 >  by  a  "Grade  A"  ordinance 
modeled  after  the  milk  ordinance  and  code  recommended  by  the  U.  S.  Public 
Health  Service.  In  addition,  several  other  ordinances  have  been  promulgated 
for  the  purpose  of  regulating,  in  one  manner  or  another,  the  distribution 
of  milk  within  the  city. 

The  first  milk  quality  ordinance,  adopted  in  1917,  made  the  city  a 
more  or  less  "open"  market  for  fluid  milk  and  cream.  Farms  supplying  the 
milk  to  pasteurizing  distributors  were  not  subject  to  inspection;  there  was 
only  platform  inspection  of  milk  as  it  arrived  at  the  pasteurizing  plant. 
However,  pasteurizing  plants,  bottled  milk  ajid  cream,  and   dairy  farms  sup- 
plying milk  for  sale  as  raw  or  certified  milk  were  subject  to  health  depart- 
ment inspection.  The  lack  of  direct  control  over  producers  and  the  low 
standards  for  milk  in  the  market  were  in  contrast  to  the  situation  in  St. 
Paul.  The  city  of  St.  Paul  would  accept  milk  only  from  permit  holders  whose 
farms  had  passed  inspection  and  vrtio  thereby  were  qualified  to  ship  milk  into 
the  city.  When  the  prices  of  manxofactured  dairy  products,  parti cxilarly 
butter,  fell  to  unxisxially  low  levels  in  the  early  1930 's,  creameries  in  the 
sxirroxmding  areas  began  diverting  manufactxiring  milk  into  the  flxiid  meurket. 
Becaxise  of  the  difference  in  health  regxilation,  the  major  force  of  the  shift 
was  thrown  on  the  Minneapolis  market.  The  large  amoxints  of  milk  precipi- 
tated market  conflict,  and  drove  the  retail  price  of  milk  down  to  5  cents 
a  quart  and  distributors'  prices  to  TCMPA  producers  to  50  cents  a  hundred 
poxinds.  This  market  conflict  resulted  in  two  actions: 

(1)  A  renewed  drive  in  1931-32  for  a  more  adequate  milk 
ordinance  in  Minneapolis;  and 

(2)  Urgent  requests  in  1933  for  Federal  intervention  to 
maintain  market  stability. 
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M^l|f  nrHj,y^apoe  of  March  11.  1932.  Accordingly,  the  second  milk 
ordinance  was  passed  on  March  11,  1932,  to  become ,  effective  the  first 
Monday  in  May  1932,  In  general,  the  new  ordinance  was  similar  to  the 
previous  code,  but  it  provided  that  higher  sanitary  requirements  would 
be  applied  to  milk  entering  the  Minneapolis  market.  Several  new  provisions 
were  added,  however,  and  two  of  these  provisions  later  became  subjects  of 
court  and  legislative  action. 

Inspection  was  required  for  all  farms  producing  fluid  milk  for  the 
Minneapolis  market;  this  inspection  became  mandatory  1  year  from  the  ef- 
fective date  of  the  ordinance.  The  1  year*s  grace  was  to  permit  farmers 
to  equip  their  farms  so  that  they  might  meet  the  new  health  requirements. 
The  principal  producers'  cooperative  supplying  the  market,  the  Twin  City 
Milk  Producers  Association,  backed  the  farm  inspection  proposal  from  the 
beginning,  and  the  requirement  was  generally  accepted  as  necessary  ajid 
reasonable. 

Section  III  of  the  ordinance  required  that  the  pasteurized  milk 
sold  in  Minneapolis  had  to  be  pasteurized  within  the  city  limits,  Pastexir- 
izers  outside  the  city  limits  (some  only  a  few  hundred  feet  outside)  fought 
this  section  of  the  ordinance  vigorously,  but  were  unsuccessful  in  their 
efforts  to  defeat  it  by  action  in  the  municipal  court.  Shortly  after  Jan- 
uary 1,  1933,  an  outlying  pasteurizer  was  denied  a  license  by  the  city. 
He  appealed  to  the  district  court  to  declare  this  section  of  the  Minneapolis 
milk  ordinance  void  and  compel  the  city  to  grant  his  license.  The  district 
court  dismissed  his  petition,  and  a  short  time  later  denied  his  motion  for 
a  new  trial.  This  section  of  the  ordinance  undoubtedly  would  have  affected 
the  competitive  aspects  of  the  local  fluid  milk  market  had  not  the  Supreme 
Court  of  the  State  of  Minnesota,  on  November  17,  1933  (State  ex.  rel. 
Larson  v.  City  of  Minneapolis  et  al,,  251  NW  121),  reversed  the  decision 
of  the  district  court  and  declared  that  section  of  the  ordinance  unconsti- 
tutional. 

Licenses  for  milk  pasteurizing  plants  and  for  all  milk  delivery 
vehicles  were  required  by  another  section  of  the  ordinance.  Although  li- 
censing fees  were  imposed  on  pasteurizing  pi ants  and   delivery  vehicles  of 
operators  of  such  plants,  no  provision  was  made  for  the  licensing  of  other 
distributors,  such  as  "peddlers."  In  the  first  court  test  of  this  section, 
a  peddler  who  had  continued  to  distribute  milk  after  being  unable  to  obtain 
a  license  was  acquitted  and  the  pertinent  section  of  the  ordinance  was  de- 
clared defective  (State  v.  Olaf  Thompson,  case  no.  67308  of  March  5,  1935). 
Thereafter,  the  distributors  in  the  eliminated  classifications  were  allowed 
to  continue  deliveries,  ~ 

The  ordinance  also  shifted  farm  inspection  costs  to  each  farmer  by 
assessing  a  $4  fee  for  the  first  year's  inspection  and  a  $3   yearly  fee  for 
renewal.  This  stipulation  was  removed  from  the  ordinance  after  the  Minn- 
esota State  Legislature  passed  a  law  in  1935  which  read,  in  part: 
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"That  no  permit,  inspection,  test,  bond,  or  other 
authorization  shall  be  required  of  such  person  /those 
selling  products  of  their  farm  or  garden/  unless  the 
cost  thereof  is  paid  by  the  municipality,  agency  or 
board  requiring  the  same," 

The  inspection  is  now  provided  free  of  charge  to  the  producer. 

The  1932  ordinance  was  amended  13  times  between  early  1933  and  the 
promulgation  of  the  194-9  Grade  A  milk  ordinance,  but  none  of  the  changes 
had  aiiy  major  economic  or  competitive  effects  upon  the  various  market 
interests.  Most  of  them  were  designed  to  alter  definitions  or  to  clarify 
certain  specifications,  to  add  new  products  to  the  approved  list,  or  to 
increase  license  fees. 

Milk  Ordinance  of  July  6.  19/i9.   The  Minneapolis  city  coimcil  ap- 
proved a  revised  milk  ordinance,  patterned  after  the  milk  ordinance  and 
code  recommended  by  the  U,  S.  Public  Health  Service  for  Grade  A  milk,  on 
July  6,  1949,  and  made  it  effective  on  December  1,  1949.  Its  principal 
effect  was  to  require  that  after  December  1,  1950,  only  Grade  A  pasteur- 
ized milk,  cream,  or  milk  products  be  sold  in  the  city  of  Minneapolis, 
and  that  these  items  be  made  from  raw  milk  produced  only  on  inspected  and 
approved  farms.  Until  January  1,  1952,  however,  cream  for  pasteurization 
and   sale  could  be  obtained  from  noninspected  sources. 

During  periods  of  acute  milk  shortages,  the  Commissioner  of-  Health 
is  authorized  to  permit  the  importation  of  Grade  A  raw  milk  from  producers 
who  do  not  possess  a  Grade  A  permit  from  the  city  to  supply  the  local 
market.  Another  section  of  the  new  ordinance  permits  the  sale  of  milk 
produced  "beyond  the  limits  of  routine  inspection"  of  the  City  of  Minneapolis 
if  the  supplier  is  properly  licensed  by  the  city  and  the  milk  is  produced 
and  pasteurized  imder  comparable  statutes  enforced  with  equal  effectiveness. 

The  ordinance  also  requires  milk  pasteurizers  and  distributors  to 
obtain  licenses  for  the  operation  of  an  approved  plant  and  any  delivery 
vehicles;  these  licenses  must  be  purchased  by  the  plant  operator  or  mll^ 
distributor  at  rates  established  by  the  City  Council, 

This  Grade  A  milk  ordinance  was  drafted  after  consultation  with 
representatives  of  the  St,  Paul  Bureau  of  Health,  Minneapolis  milk  distri- 
butors, and  the  TCMPA,  It  received  unanimoiis  support  of  the  City  Council, 
has  the  general  backing  of  the  local  fluid  milk  industry,  and  has  not  been 
subjected  to  any  court  actions  since  it  became  effective. 


Related  Ordinances 

"r'lA^^^nrff  of  December  9.  1932.  Another  ordinance  that  had  definite 
effects  upon  the  local  milk  industry  was  passed  by  the  Minneapolis  City 
Council  on  December  9,  1932;  it  restricted  the  delivery,  to  consumers,  of 
milk,  cream,  other  dairy  products,  bread,  and  food  for  human  consiimption  to 
certain  specified  hours  at  certain  times  of  the  year.  No  such  restrictions 
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were  placed  upon  deliveries  to  the  wholesale  trade. 

The  small  independent  handlers  strongly  protested  this  ordinance, 
contending  that  the  time  limits  specified  in  the  ordinance  wo\ild  not  allow 
them  to  cover  their  routes  adequately,  whereas  large  distributors,  on  the 
other  hand,  could  consolidate  their  numerous  trucks  and  routes  to  provide 
adequate  retail  service  during  those  hours.  This  difference  in  service,  in 
turn,  would  tend  to  encourage  retail  customers  to  switch  their  trade  to  the 
large  handlers,  .^man  handlers  also  opposed  as  discriminatory  the  exemption      ■ 
of  wholesale  business  from  the  ordinance,  because  practically  all  of  the 
wholesale  business  was  concentrated  among  the  larger  distributors.  The 
ordinance  remained  in  effect,  however,  and  no  retail  deliveries  could  be 
made  between  midnight  and  6  o^clock,  a,m.,  from  November  1  to  March  15  and 
between  midnight  and  5  o'clock,  a.m.,  the  remainder  of  any  year.  The  ordi- 
nance has  been  amended  twice  to  institute  changes  in  the  restricted  hours j 
the  last  amendment  (January  23,  1942)  changed  the  hours  to  read  from  mid- 
night to  7:30  a,m,  on  any  day  of  any  year. 

Ordinance  of  January  27.  1933.  An  ordinance  passed  by  the  Minneapolis 
City  Council  January  27,  1933,  prohibited  the  licensing  of  peddlers  for  the 
purpose  of  distributing  milk,  cream,  ajid  other  milk  products,  St,  Paul  auL- 
ready  had  eliminated  this  type  of  distribution  by  an  amendment  to  its  milk 
ordinance  on  June  7,  1928, 

Opponents  of  the  Minneapolis  ordinance  claimed  that  its  purpose  was 
to  force  raw  milk  producers  and  distributors  out  of  the  local  market.  The 
peddlers  were  not  actually  forced  out  of  the  market,  however,  but  in  order 
to  stay  in  business  they  had  to  operate  on  licenses  obtained  in  the  name  of 
the  distributor  from  whom  they  obtained  their  milk  supplies.  This  procedure 
had  the  effect  of  stabilizing  the  fluid  milk  market,  since  the  peddlers  be- 
came subject  to  greater  controls  from  pasteurizing  distributors  instead  of 
being  free  to  follow  independent  pricing  and  competitive  practices. 

The  ordinance  caused  great  disfavor  among  many  producers,  however, 
even  though  the  Twin  City  Milk  Producers  Association  favored  it.  The  ill- 
feeling,  engendered  in  part  by  this  ordinance,  culminated  in  the  passage 
of  a  law  by  the  Minnesota  State  Legislature  (1935)  which  provided  that 
•*,  .  ,  Any  person  may  sell  or  peddle  the  products  of  the  farm  or  garden 
occupied  and  cultivated  by  him  without  obtaining  a  license  therefor,"  (2) 
This  law  largely  offset  the  effectiveness  of  the  city  ordinance,  although 
nonfarming  peddlers  still  had  to  obtain  their  licenses  from  their  distri- 
butor-suppliers. 

Ordinance  of  May  26.  1933.  On  May  26,  1933,  the  City  Council  of 
Minneapolis  made  an  additioiml  attempt  to  regulate  the  local  fluid  market 
by  approving  an  ordinance  to  license,  regulate,  and  limit  the  number  of 
milk  delivery  vehicles.  It  limited  the  number  of  licenses  issuable  to  one 
for  each  700  residents  of  the  city,  it  prohibited  their  transfer  between 
holders,  and  it  substantisuLly  limited  milk  deliveries  to  the  pasteurizing 
plants  then  in  business,  ■ 


lu^ 
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The  seime  group  of  small  dealers  again  vigorously  protested  that  this 
ordinance  discriminated  against  them  in  favor  of  the  large  handlers.  They 
argued  that  because  the  larger  handlers  possessed  more  trucks  and  operated 
more  routes,  they  would  be  able  to  effect  consolidation  more  easily.  This, 
in  turn,  would  free  many  of  their  vehicles  for  expansion  said  growth  at  the 
expense  of  the  smaller  dealers.  The  ordinance,  subsequently,  was  amended 
on  June  30,  1933,  to  provide  relief  for  distributors  outside  the  city  who 
might  later  consolidate  with  distributors  inside  the  city.  The  amendment 
allowed  such  a  new  company  to  keep  the  same  number  of  vehicle  licenses  as 
the  individual  distributors  comprising  it  possessed  jointly  during  1932  and 
until  July  1,  1933.  . 

On  December  28,  1934.,  however.  Judge  Carroll  of  the  Minneapolis  munic- 
ipal court  ruled  in  favor  of  a  distributor  2/,  formed  by  consolidation  of 
two  peddlers,  who  was  charged  with  violating  the  ordinance  with  respect  to 
delivery  vehicle  licenses.  As  a  part  of  the  decision  acquitting  the  new 
distributor  and  allowing  him  to  retail  milk  in  Minneapolis,  the  court  held 
that  the  ordinance  was  arbitrary  and  discriminatory  against  certain  distri- 
butors, and  that  it  did  not  "bear  a  reasonable  relation  to  a  proper  legis- 
lative purpose." 

On  January  26,  1939>  in  the  municipal  court  of  Minneapolis  (case 
No.  74-623)  a  decision  was  rendered  against  i^he  delivery  ordinance  of  May 
26,  1933,  but  the  decision  contained  an  unintentional  statement  that  the 
defendant  was  charged  with  violation  of  a  milk  ordinance.  The  decision 
declared  the  ordinance  null  and  void.  This  ruling  was  never  challenged 
directly  or  altered  in  the  succeeding  years,  and  an  era  of  legal  uncer- 
tainty, at  least  technically,  surrounded  the  Minneapolis  milk  ordinance 
and  related  statutes.  Although  the  health  department  was  confronted  with 
this  uncertainty  as  to  its  legal  position,  it  continued  to  apply  a  compre- 
hensive inspection  code  and  to  enforce  its  provisions  with  the  full  approval 
of  the  Twin  City  Milk  Producers  Association  and  the  various  Twin  City  dis- 
tributors until  the  new  Grade  A  milk  ordinance  became  effective  on  December 
1,  1949. 


St.  Paul  Milk  Ordinance 

The  St.  Paul  Bureau  of  Health  of  the  Department  of  Public  Safety  is 
charged  with  the  enforcement  of  the  city's  present  milk  ordinance,  which 
was  approved  and  adopted  August  22,  1919.  Since  that  time,  only  three 
amendments  have  been  proposed  and  passed,  one  in  192$  and  two  in  1928.  The 
ordinance  provides  that  all  persons  selling  milk  to  consumers  and  dealers, 
or  for  manufacturing  purposes  within  the  city  limits  (excepting  for  butter, 
cheese,  condensed  milk,  and  ice  cream),  must  obtain  a  permit  to  do  so.  These 
production  and  distribution  permits  are  issued  by  the  health  officer  after  a 
proper  inspection  has  convinced  the  authorities  that  the  ordinance  require- 
ments have  been  met;  the  city  levies  no  charge  for  the  permits  or  the  in- 
spection service.  As  early  as  1913,  St.  Paul  required  by  ordinance  that 
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all  milk  sold  in  the  city  be  bottled  either  at  the  farm  or  in  a  distributor's 
plant  before  being  offered  to  the  public. 

The  milk  ordinance,  as  amended,  provides  for:   (1)  A  detailed  defin- 
ition of  terms,  including  a  strict  definition  of  milk;  (2)  three  classes  of 
eligible  milk — certified,  raw,  and  paste\irized;  (3)  certain  standards  of 
sanitation  in  the  production  and  distribution  of  both  milk  and  cream;  and 
(4)  a  classification  of  eligible  dairies  and  dealers  according  to  the  type 
of  distribution  service  rendered.  The  original  dealer  classification  in- 
cluded milk  depots  and  vendors;  their  legal  status  subsequently  was  abolished 
by  the  amendment  of  June  7,  1928, 

St,  Paul  has  long  maintained  a  close  supervision  over  the  farms  sup- 
plying its  fluid  milk  requirements,  and  its  milk  supply  during  the  earlier 
years  was  maintained  at  a  consistently  higher  level  of  quality  than  that 
of  Minneapolis,  At  the  same  time  the  inspection  and  permit -plan  operated 
in  a  passive  way  to  limit  the  ease  with  which  uninspected  milk  could  be 
diverted  into  the  market  in  distress  periods,  such  as  the  early  1930*3  when 
sales  in  the  fluid  milk  market  were  highly  profitable  as  compared  to  the 
returns  derived  from  manufactured  dairy  products.  The  ordinance  has  not 
been  set  aside  by  any  court  action,  and  the  market  has  enjoyed  a  certain 
degree  of  stability  through  depressions  as  well  as  in  more  prosperous  times. 
This  has  been  accomplished  without  the  necessity  of  altering  the  basic 
milk  ordinance  that  was  passed  in  1919;  and  distributors  and  producer  groups 
have  recognized  that  their  best  interests  are  served  by  maintaining  a  level 
of  milk  sfiinitation  consistent  with  that  required  by  municipalities  that 
maintain  standards  by  legal  force.  Present  standards  enforced  by  the  St, 
Paul  Biireau  of  Health  closely  approximate  those  set  forth  by  the  U.  S, 
Public  Health  Service  and  the  new  Minneapolis  Grade  A  milk  ordinance,  and 
indications  are  that  the  city  will  soon  undertake  to  adopt  a  similar  ordi- 
nance to  give  greater  legal  sanction  to  its  present  procedures, 

V 

Quality  Control  Committee  of  the  Twin  Cities 

The  milk  supplies  for  both  Minneapolis  and  St.  Paul  come  from  pro- 
ducers who  are  in  the  same  general  farming  areas,  nearly  all  of  whom  are 
members  of  the  same  producers*  cooperative.  It  would  be  desirable,  under 
these  conditions,  to  have  the  producers  subject  to  tho  same  set  of  sanitary 
regula^ions  enforced  with  equal  effectiveness.  A  study  of  the  development 
of  sanitary  regulations  of  the  Twin  City  area  indicates  that  the  local  health 
authorities  in  both  cities,  along  with  the  distributors  and  the  dominant 
producers'  cooperative,  wanted  milk  of  a  higher  quality  than  that  supplied 
the  market  and  required  under  the  city  ordinances  effective  during  the  late 
1930 's.  The  .Minneapolis  ordinance  had  been  altered  in  several  res.pects  by 
subsequent  court  decisions  and  legislative  actions,  and  the  problem  was  one 
of  promulgating  and  enforcing  a  comprehensive  milk  inspection  code  for 
pasteurizing  plants  and  producers  tliat  would  have  public  and  producer  ac- 
ceptance. The  intent  was  to  give  greater  legal  sanction  to  the  higher 
quality  requirements  once  the  milk  produced  on  supplying  farms  reached 
those  standards. 


-  29  - 

The  sanitary  problems  arising  from  the  questionable  legality  of  the 
Minneapolis  milk  ordinance,  and  from  the  political  separation  of  one  milk 
market  in  the  economic  sense,  were  met  by  the  establishment  in  April  1948 
of  a  (Milk)  Quality  Control  Committee  of  the  Tvrin  Cities.  Minneapolis  and 
St.  Paul  distributors,  the  health  departments  of  the  two  cities,  the  Twin 
City  Milk  Producers  Association,  and  the  Division  of  Dairy  Husbandry  of  the 
University  of  Minnesota  have  cooperated  in  this  plan.  A  small  staff  of 
persons  operate  a  quality  control  laboratory,  in  which  they  examine,  for 
bacterial  count  and  sediment,  two  samples  of  milk  a  month  from  each  producer 
delivering  milk  to  pasteurizing  plants  in  Minneapolis  and  St.  Paul, 

During  1949  a  to"oal  of  $6,100  samples  were  tested  for  bacteria  count 
and  28,117  samples  were  tested  for  sediment  content.  The  results  of  these 
tests  indicate  that  4»2  percent  of  the  samples  tested  graded  unsatisfactory 
for  bacteria  and  3,8   percent  graded  unsatisfactory  for  sediment  content. 
During  1949  laboratory  pasteurization  tests  were  also  made  on  10,793  samples 
for  the  purpose  of  determining  whether  the  milk  contained  bacteria  that  were 
not  killed  by  pasteurization.  Eleven  and  one-half  percent  of  these  samples 
contained  excessive  numbers  of  bacteria.  (8)  The  laboratory  also  makes 
bacterial  counts  on  bottled  milk  twice  each  month  for  the  benefit  of  the 
local  health  departments.  Furthermore,  it  makes  tests  of  the  butterfat 
content  of  the  milk  shipped  into  the  marketing  area  by  unorganized  producers 
and  of  the  bottled  milk  sold  by  Twin  City  distributors.  This  work  is  done 
on  a  contract  basis  for  the  Market  Administrator  of  Federal  Milk  Order  No. 
73. 

This  joint  effort  at  milk  quality  control  is  financed  by  contributions 
of  money  from  the  participating  producer  euid  distributor  groups  and  by  con- 
tributions of  personnel,  materials,  and  supervision  from  the  other  groups. 
It  is  controlled  by  a  board  of  15  members  made  up  of  representatives  of  each 
of  the  founding  groups,  and  it  summarizes  its  annual  accomplishments  in  an 
annual  report  made  available  only  to  the  members  of  the  committee. 

Quality  Programs  of  the  Twin  City  Milk  Producers  Association 

The  Twin  City  Milk  Producers  Association  long  has  recognized  that, 
in  order  to  oaaintain  its  position  as  the  dominant  supplies  of  milk  for  the 
Twin  Cities,  it  must  supply  milk  of  equal  or  higher  quality  than  that 
obtainable  elsewhere  in  the  procurement  limits  of  the  local  market.  In 
line  with  this  objective,  the  TCMPA  began  making  acidity,  sediment,  and 
bacteria  tests  of  producer-member  shipments  shortly  after  its  organization. 
No  price  differentials  between  the  various  grades  of  milk  were  established, 
however,  and  the  program  failed  to  improve  the  quality  of  the  milk  supply. 

In  January  1929,  the  association  met  the  problem  by  promulgating  a 
quality  prograjn  which  required  a  bacterial,  acidity,  and  sediment  test  of 
each  producer's  milk  shipments  each  month.  The  milk  was  classified  as 
falling  within  one  of  four  groups,  and  if  it  graded  "Very  Dirty"  or  over 
two  million  bacteria  per  cubic  centimeter,  the  producer  was  warned  by  mail. 
If  the  conditions  were  not  corrected  during  a  prescribed  period,  the  pro- 
ducer suffered  a  deduction  of  25  cents  for  each  hundred  pounds  of  milk 
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shipped  d\iring  that  month.  In  later  years  the  producer  of  low-qxiality  milk 
suffered  a  deduction,  set  at  a  certain  percentage  of  the  price  of  milk 
(2  1/2,  5,  and  10  percent),  and  persistent  violators  were  shut  out  of  the 
fluid  milk  market  completely.  The  TCMPA  also  employed  field  men  to  make 
farm  visits  and  help  producers  discover  and  correct  the  conditions  respon- 
sible for  low-qiiality  milk. 

The  association  still  supplements  the  work  of  the  Quality  Control 
Committee  by  maintaining  a  staff  of  field  men  who  work  directly  with  the 
members  in  implementing  quality  programs.  In  1950  milk  receipts  were  paid 
for  on  the  basis  of  three  grades:  Grade  A,  Manufacturing  1,  and  Manufac- 
turing 2,  The  two  manufacturing  classes  are  established  in  accordance  with 
a  State  law  enacted  in  194-7,  Milk  that  grades  Manufacturing  2  is  priced  at 
3  percent  less  than  milk  that  grades  Manufacturing  1,  but  both  prices  are 
determined  by  pooling  the  returns  from  the  sale  of  such  manufactured  dairy 
products  as  butter,  cheese,  and  nonfat  dry  milk  solids.  Grade  A  receipts 
are  paid  for  at  a  price  calculated  by  pooling  the  returns  from  milk  sold 
for  fluid  uses  with  the  retxirns  from  the  surplus  milk  used  in  manufactured 
daily  products.  During  1950,  the  price  differential  paid  producers  for 
Grade  A  milk  averaged  58  cents  a  hundredweight  above  the  returns  received 
by  producers  of  milk  of  I>ianufacturing  2  quality. 

Present  indications  are  that  the  Grade  A  Milk  Ordinance  and  the  work 
of  the  Quality  Control  Committee,  combined  with  the  price  differentials  and 
price  stability  established  by  the  Federal  milk  order  and  reflected  by  the 
TCMPA,  have  raised  the  quality  of  milk  available  to  the  Twin  City  market. 

State  Regulation  of  the  Twin  City  Fluid  Milk  Industry 

Legislation  of  the  State  of  Minnesota  affecting  milk  is  directed  to- 
ward sanitation  and  quality.  Although  such  economic  measures  as  quality 
price  differentials  are  provided,  the  State  has  never  enacted  any  economic 
control  or  price-fixing  measure  analogous  to  the  Agricultural  Marketing 
Agreement  Act  or  to  the  control  programs  now  in  existence  in  15  other  States, 

A  comprehensive  dairy  inspection  law  was  passed  as  early  as  1895, 
and  since  that  time  broad  regulations  have  been  promulgated  concerning 
nearly  all  aspects  of  the  milk  industry  except  price  fixing.  Most  of  the 
Minnesota  State  laws  are  concerned  with  the  manufacture  and  sale  of  such 
dairy  products  as  butter  and  cheese — products  for  which  the  State  is  a 
major  exporter.  Since  the  Minneapolis  and  St,  Paul  fluid  milk  standards 
always  have  been  higher  than  those  applicable  to  dairy  manufacturing  plants 
and  products  under  State  laws,  the  State  laws  and  regulations  affect  local 
markets  in  only  a  few  respects. 

All  cream  sold  in  the  State  must  be  piirchased  on  the  basis  of  grading 
standards  promulgated  by  the  State  in  1935.  These  standards  make  provision 
for  three  grades  of  cream — Sweet,  Grade  1,  and  Grade  2 — and  the  law  prohibits 
the  sale  or  use  for  human  consumption  of  any  cream  not  meeting  the  specified 
standards  of  qi;iality  and  cleanliness.  The  law  further  requires  that  all  pur- 
chasers of  cream  must  maintain  a  price  differential  of  at  least  1  cent  per 
pound  of  butterfat  between  each  grade  as  an  incentive  to  producers  to  raise 
the  quality  of  the  product. 
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The  same  approach  was  applied  in  1947  to  milk  used  in  manufactured 
dairy  products.  The  applicable  State  law  provided  for  two  grades  of  manu- 
facturing milk — Grade  1  and  Grade  2 — and  required  that  all  milk  purchased 
for  manufacturing  purposes  had  to  be  piirchased  on  the  basis  of  the  stand-, 
ards  and  grades  promulgated.  Purchasers  are  required  to  maintain  a  price 
differential  between  the  two  grades  of  manufacturing  milk  of  not  less  than 
3  percent  of  the  purchase  price  for  Grade  1  milk.  The  law  also  provides 
that  manufacturing  milk  that  contains  excessive  eimounts  of  sediment  must 
be  rejected  by  the  purchasers, 

A  1921  law  makes  illegal  any  discriminatory  buying  and  pricing  prac- 
tices of  purchasers  between  different  areas  of  the  State,  and  specifies  that 

"Proof  that  any  person,  firm,  copartnership,  or  corporation 
has  paid  a  higher  price  for  milk  or  cream  in  one  locality 
than  in  another,  after  due  allowance  for  the  cost  of  trans- 
portation has  been  made,  shall  be  prima  facie  evidence  of 
the  violation,  ..."  (1) 

Another  State  law  of  importance  to  the  pasteurized  milk  industry 
was  approved  in  1945.  This  statute  defines  "milk"  and  "pasteurization," 
sets  minimum  standards  for  Grade  A  raw  and  Grade  A  pasteurized  milk,  and 
prescribes  the  conditions  under  which  milk  must  be  produced  and  processed 
in  order  to  be  labeled  and  sold  as  a  pasteurized  product,  A  194-7  statute 
forbids  the  manufacturing,  transportation,  or  sale  of  any  cheese  made  from 
milk  or  milk  products  that  was  not  pasteurized  according  to  the  specifi- 
cations for  the  194-5  State  pasteurization  law,  minor  exceptions  being  made 
for  aged  cheeses  and  cheeses  subjected  to  certain  manufacturing  processes. 

The  one  State  law  that  affected  the  Twin  City  fluid  milk  market 
was  passed  in  194-9  and  became  effective  July  1,  1950,  It  prohibits  the 
sale  or  advertising  for  sale  for  human  consumption  in  the  State  of  Minn- 
esota of  any  unpasteurized  milk,  cream,  or  any  other  fluid  milk  product. 
It  further  requires  that  Grade  A  pasteurized  milk  be  milk  that  contains 
not  more  than  200,000  bacteria  per  milliliter  before  pasteurization  nor 
more  than  30,000  per  milliliter  after  pasteurization,  Regulai'  pasteurized 
milk,  cream,  or  fluid  milk  products  can  be  processed  from  milk  which  does 
not  exceed  a  bacterial  count  of  500,000  per  milliliter  when  raw,  but  such 
milk  must  be  designated  as  merely  "pasteurized,"  The  law  excepts  purchases 
of  milk  for  the  personal  use  of  any  consumer  provided  that  the  purchase 
took  place  at  the  farm  where  the  milk  was  produced.  The  net  effect  of  this 
statute  has  been  to  force  the  producer-distributors  of  raw  milk  to  convert 
their  operations  to  a  pasteurized  basis  or  to  withdraw  from  distributing 
fluid  milk  and  cream.  Seventeen  such  farmer-distributors  were  licensed  to 
serve  the  Twin  City  fluid  market  during  194.8, 


Price  Determination  Prior  to  Federal  Regulation 

The  methods  used  in  determining  producer  prices  for  fluid  milk  sold 
in  the  Twin  Cities  during  the  years  prior  to  Federal  regulation  may  be 
grouped  into  three  periods: 
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(1)  Competition  among  buyers— prior  to  1910.  I 

During  this  period  milk  was  largely  distributed  by  farmers  themselves, 
although  operators  who  were  exclusively  distributors  were  beginning  to 
appear.  These  distributors  paid  as  much  as  was  necessary  to  obtain  the 
milk  they  needed  from  farmers  who  did  not  wish  to  distribute  their  own 
production.  Competition  was  keen  between  farmer-distributors  and  the  new 
specialized  dealers,  and  this  competition  helped  set  the  price  level, 

(2)  Price  determination  by  dealers~1910-19l6. 

As  the  population  grew,  demand  for  milk  increased.  Higher  health  stand- 
ards and  increased  specialization  made  milk  distribution  on  a  large-volume 
basis  a  profitable  business.  Dealers  expanded  their  sales  and  farmers 
shifted  to  producing  milk  for  specialized  distributors  instead  of  distri- 
buting it  themselves.  Distributors  then  dominated  the  market  price  deter- 
mination for  raw  fluid  supplies  by  pitting  the  small  producers  and  producer 
groups  against  one  another  on  a  "take-our-pa:ice-or-leave-it"  basis, 

(3)  Rrice  determination  by  negotiation— 1917-1933. 

Distributors  so  wielded  their  superior  bargaining  power  that  farmers  and 
small  producer  cooperatives  throughout  the  milkshed  became  aroused  over 
their  treatment.  This  producer  unrest  culminated  in  the  formation  of  the 
Twin  City  Milk  Producers  Association  by  consolidation  of  smaller  producer 
groups.  This  cooperative  has  represented  nearly  all  producers  in  the  mar- 
ket in  subsequent  price  negotiations  with  the  distributors.  Since  1933 
the  producers*  association  has  from  time  to  time  had  the  active  assistance 
of  various  Federal  milk-pricing  programs  in  setting  the  level  of  producer 
prices  for  fluid  milk  in  the  Twin  Cities, 
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IV.  CONDITIONS  IN  THE  MARKET  IMMEDIATELY  PRIOR  TO  FEDERAL 
REGULATION 


Because  of  the  reliance  of  this  area  upon  dairying  as  a  source  of 
income,  it  was  inevitable  that  the  sharp  decline  in  butter  and  cheese 
prices  in  the  early  1930' s  would  have  jminediate  repercussions  upon  the 
156  creameries  and  cheese  factories  located  within  50  miles  of  the  Twin 
Cities,  The  decline  not  only  drastically  reduced  farmer  incomes  and 
fostered  dissatisfaction  among  the  milk  producers  throughout  the  area 
but  it  also  magnified  the  importance  of  the  price  differential  that 
existed  between  the  returns  derived  from  the  sale  of  butterfat  used  in 
locally  manufactured  dairy  products  and  the  prices  that  the  Twin  City 
milk  distributors  were  payir^  to  the  Twin  City  Milk  Producers  Association 
for  fluid  milk.  Most  of  the  outlying  creameries  were  producer  coopera- 
tives that  competed  actively  with  one  another  for  patronage;  in  fact, 
even  the  amount  of  patronage  refunds  that  these  cooperative  creameries 
paid  out  influenced  their  couqpetitive  status. 

As  a  result  of  this  situation,  the  relatively  attractive  prices  for 
milk  and  cream  in  the  Twin  City  fluid  market  had  often  induced  nearby 
associations  to  try  to  enter  it  as  suppliers.  The  fall  in  prices  of 
butterfat  used  in  manufactured  dairy  products  during  that  period,  coupled 
with  the  negligible  value  of  skim  milk  at  either  the  farm  or  plant,  em- 
phasized the  additional  profit  possible  in  selling  milk  to  the  higher- 
priced  fluid  milk  market  and  led  to  increased  efforts  on  the  part  of  the 
outlying  creameries  to  obtain  similar  outlets. 

Several  conditions  combined  to  make  entry  into  the  fluid  milk  mar- 
kets easy  at  that  time,  particularly  in  Minneapolis.  The  TCMPA  had  long 
recognized  the  necessity  for  keeping  their  selUng  price  to  distributors 
closely  adjusted  to  the  returns  obtainable  from  manufactured  dairy  prod- 
ucts. In  an  effort  to  bolster  and  maintain  prices  to  their  own  manbers 
during  this  period,  however,  the  association  did  not  reduce  fluid  milk 
prices  to  distributors  in  proportions  comparable  to  the  price  declines 
that  had  occurred  in  butter  and  cheese.  Table  2  indicates  that  from  1925 
through  1929,  the  ratio  between  the  price  of  100  pounds  of  3.5  percent 
milk  to  the  fluid  milk  distributors  and  the  TCMPA «s  buying  price  of  a 
pound  of  butterfat  used  in  manufactured  dairy  products  was  5,1  to  1,  In  • 
1930  this  ratio,  because  of  decreases  in  the  value  of  butterfat  for  manu- 
facturing purposes,  was  5.8  to  i.  By  1931  the  ratio  was  6.1  to  1.  That 
was  the  beginning  of  the  period  in  which  the  association  had  to  meet  the 
most  serious  threat  that  had  yet  challenged  its  dominant  market  position, 
for  the  outlying  creameries  began  to  offer  price  concessions  to  gain  a 
share  of  the  relatively  profitable  fluid  milk  market. 

The  lag  in  the  fall  of  fluid  milk  prices  to  distributors  can  be 
noted  by  the  percentages  that  fluid  prices  were  of  the  value  of  3.5  pounds 
of  butterfat  sold  for  manufacturing  purposes.  During  the  5  years  from 
1925  through  1929  the  price  of  fluid  milk  sold  to  Twin  City  distributors 
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had  averaged  about  Hi?  percent  of  the  value  which  the  fluid  milk  would 
have  had  if  it  had  been  used  for  manufactured  products;  yet  in  1930 
(because  of  the  decreases  which  had  occurred  in  the  prices  of  manufac- 
tured dairy  products)  fluid  milk  prices  were  16?  percent,  and  by  1931 
they  were  176  percent,  of  the  value  of  butterfat  used  in  manufactured 
dairy  products.  In  1932,  because  fluid  milk  prices  had  been  maintained 
while  those  for  manufactured  products  had  fallen,  fluid  milk  prices  were 
176  percent  of  manufacturing  values  in  Minneapolis  and  192  percent  in 
St,  Paul,  These  data  indicate  that  there  was,  at  that  time,  an  economic 
incentive  for  the  outlying  creameries  to  attempt  to  obtain  a  permanent 
share  of  this  fluid  milk  volume.  After  the  Twin  City  Milk  Producers 
Association  anerged  from  the  milk  "price  war"  of  1932-33*  fluid  prices 
to  distributors  returned  to  the  more  nearly  normal  level,  in  relation  to 
manufacturing  values,  of  139  percent  in  Minneapolis  and  156  percent  in 
St.  Paul  (1933). 

The  nature  of  the  Minneapolis  milk  ordinance  was  another  factor 
which  made  entry  into  the  fluid  milk  market  relatively  easy  for  the  out- 
lying creameries.  The  ordinance  then  in  effect  had  been  adopted  in  1917, 
and  it  contained  no  provisions  for  farm  inspection.  Any  milk  was  eligible 
for  sale  within  the  city  if  it  met  certain  minimum  requirements  after 
pasteurization  at  the  distributor's  plant.  This  made  Minneapolis  an  "open 
city"  for  any  of  the  156  outlying  creameries  that  might  wish  to  enter  the 

Table  2.— Comparative  values  of  3 -5  pounds  of  butterfat  when 

sold  for  use  in  manufactured  dairy  products  and  when 
sold  as  fluid  milk  to  Twin  City  distributors  based 
on  TCMPA's  actual  prices,  1921-33 


J  Average  {Distributors' jValue  of  3.5  t   Ratio  of  s Ratio  of  fluid  milk 
:  paying  :paying  price  spounds  butter-: fluid  milk:price  to  value  of  3«5 
Year J price  per s per  hundred-  :  fat  if  sold  s  price  to  : pounds  of  butterfat 
: pound  of  s  weight  of   j  as  fluid    :  price  per: 
: butt erf at:  3.5  fluid   :    milk      :  pound  of  : 
:        :    milk     :  : butter fat  : 


Cents 


Dollars 


Dollars 


1921 

kh.2 

2.1i5 

1.55 

1922 

U3.6 

2,51 

1.53 

1923 

51.8 

2,82 

1.81 

192li 

U6,2 

2,51 

1.62 

1925 

51. l4 

2,6ii 

lo80 

1926 

k9.1 

2,55 

1.7U 

1927 

51^.1 

2.69 

1.89 

1928 

5U,3 

2,80 

1.90 

1929 

51.9 

2,76 

1.82 

1930 

U0,)4 

2,35 

l.Ul 

1931 

30,6 

1,88 

1,07 

1932 

21.8 

1.3ii-l/1.1^6 

.76 

1933 

22,8 

1.11-1/1.25 

.30 

5.5 

158 

5.7 

16U 

5.U 

-     156 

5.U 

155 

5.1 

li47 

•5.1 

lii7 

5.0 

m2 

5.2 

li^7 

5.3 

152 

5.8 

167 

6.1 

176 

6.1-1/6.7 

176-1/192 

U.9-1/5.5 

139-1/156 

1/  St.  Paul  prices  and  values  based  on  St,  Paul  prices, 

Cojrpiled  from  data  obtained  from  the  Twin  City  Milk  Producers  Associa- 
tion. 
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fluid  market,  and  they  could  have  literally  flooded  the  market  with  milk 
whenever  the  opportunity  arose— that  is,  whenever  the  price  relationships 
were  favorable  and  dealers  could  be  found  who  would  distribute  the  milk, 
St.  Paul,  on  the  other  hand,  required  farm  inspection  and  the  holding  of 
an  official  city  permit  to  ship  milk  before  such  milk  could  be  eligible 
for  pasteurization  and  distribution  by  dealers.  The  farm  inspection  was 
onerous,  and  producers  preferred  to  sell  to  I4inneapolis  dealers  when  they 
could,  rather  than  to  seek  a  permit  to  sell  in  St.  Paul. 

The  first  serious  atteropt  of  the  outlying  creameries  to  obtain  a 
share  of  the  fluid  market  came  in  the  latter  part  of  1931.  The  monthly 
bulletin  of  the  TCMPA  for  Deceanber  1931  carried  the  following  lead  informa- 
tion under  "Milk  Price  for  November": 

The  milk  situation  in  the  Twin  Cities,  especially  Minneapolis, 
is  tjie  worst  that  it  has  been  for  many  years  from  the  stand- 
point of  the  Association.  Country  creameries  have  started 
to  bottle  k%   milk  and  have  offered  it  to  chain  stores  at 
six  cents  per  quart.  The  amount  of  nonmember  milk  coming 
into  Minneapolis  is  constantly  growing  and  there  are  now 
over  seventy  wagons  distributing  this  nonmember  milk  bought 
at  prices  less  than  the  Association  price. 

The  distributors  of  milk  felt  that  the  condition  had  reached 
a  point  where  something  had  to  be  done  and  we  agreed  that  if 
they  went  down  one  cent  per  quart,  or  hi   cents  per  hundred, 
we  would  make  a  drop  of  twenty  cents,  the  distributor  to 
stand  27  cents  of  the  drop,  Minneapolis  distributors  ac- 
cepted this  proposition  and  dropped  their  price  on  December 
lith,  at  which  time  our  price  to  them  dropped  from  $1.90  to 
$1,70.  St.  Paul  distributors  have  not  had  as  large  an 
amount  of  this  outside  milk  to  contend  with  and  decided  to 
hold  their  price,  therefore  our  price  in  St,  Paul  is  $1,90 
per  hundred. 

With  the  large  increase  in  production  over  last  year  and 
a  falling  butter  market  all  of  the  creameries  and  cheese 
factories  in  the  vicinity  of  the  cities  are  working  hard 
to  get  a  part  of  our  market.  Over  30  creameries  around 
the  Twin  Cities  are  now  selling  either  milk  or  cream  here 
and  our  Directors  therefore  instructed  the  officers  to 
meet  this  competition  and  keep  the  market. 

The  premium  for  fluid  milk  encouraged  outlying  creameries  to  sedc 
pasteiirization  permits  or  to  contract  to  sell  their  milk  to  new  dealers 
within  the  city.  After  receiving  pasteurization  permits  the  plants 
bottled  the  milk  and  hauled  it  to  the  Twin  Cities,  where  final  distribu- 
tion to  consumers  was  effected  through  newly  established  distributors  or 
peddlers,  or  both.  These  peddlers  were  prohibited  by  ordinance  from 
operating  in  St,  Paul,  so  Minneapolis  distributors  received  the  full  brunt 
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of  their  competition.  These  men,  vriio  owned  their  own   equipment  and  had 
developed  established  routes,  purchased  pasteurized  milk  at  special  prices 
substantially  lower  than  those  at  the  wholesale  level.  The  final  resale 
price  was  left  to  their  own  discretion.  Several  of  the  large  distribu- 
tors who  relied  upon  TCMPA  for  milk  supplies  also  made  extensive  use  of 
peddlers  to  supplement  their  own  retail  routes.  Thus  three  general  types 
of  distributors  with  different  sources  of  supply  were  active  at  both  whole- 
sale and  retail  levels:   (1)  The  regularly  established  pasteurizers  who 
purchased  their  milk  supplies  from  TCl^Aj  (2)  the  above-described  peddlers; 
and  (3)  smaller  or  new  distributors  who  relied  on  outlying  creameries  for 
their  milk  supplies  (at  near  butterfat  price  levels).  In  this  environ- 
ment, considerable  price  competition  developed,  particularly  between  the 
peddlers  and  the  outlying  creameries,  on  sales  of  wholesale  and  store 
milk. 

TCMPA  had  continuously  worked  with  its  membership  to  improve  the 
quality  of  fluid  milk  sold  in  the  city,  and  sought  to  justify  its  fluid 
price  premium  on  the  basis  that  this  was  necessary  to  cover  the  extra 
production  costs  involved.  But  the  price  premiums  attracted  outside  milk 
supplies  from  noninspected  sources,  which  were  acceptable  under  the  Min- 
neapolis milk  ordinance.  Most  of  the  smaller  handlers  as  well  as  the 
peddlers  were  eager  to  distribute  such  milk  from  outlying  sources  because 
of  the  price  advantageo  The  association  decided  to  meet  the  competition 
of  this  "outside"  milk  by  selling  fluid  supplies  "on  the  basis  of  the 
manufacturing  value  of  the  milk  based  on  quoted  daily  market  plus  a  charge 
for  hauling  and  skim  milk."  (9)  At  the  same  time  they  renewed  their  ear- 
lier efforts  to  obtain  adoption  of  a  new  milk  ordinance  for  Minneapolis 
that  would  require  farm  inspection  and  licensing  before  milk  would  be 
eligible  for  fluid  uses.  The  cooperative  stated  that  "we  even  offered 
to  pay  the  cost  of  such  inspection  believing  it  would  stabilize  condi- 
tions and  protect  our  producers  and  the  consumers  of  milk,"  (10) 

Although  the  TCMPA  price  to  dealers  was  substantially  lowered  in 
January  1932,  the  association  continued  to  lose  an  increasing  proportion 
of  the  fluid  milk  market.  Demands  of  members  and  distributors  that  the 
situation  be  corrected  resulted  in  a  series  of  investigations  by  the  asso- 
ciation on  the  advisability  of  purchasing  certain  distributors'  facilities 
and  assuming  the  task  of  distributing  its  own  milk  directly  to  the  con- 
sumers' doorstep.  After  making  many  surveys  of  similar  operations  in 
major  cities  throughout  the  United  States  and  weighing  the  advice  of  local 
and  national  milk  marketing  experts,  the  cooperative's  directors  decided 
against  the  policy  of  entering  the  retailing  field,  (11) 

The  decision  not  to  undertake  the  retailing  of  mi''Jc  was  based  on 
the  following  considerations: 

(1)  The  cost  involved  in  purchasing  existing  distributing  plants  was 
estimated  to  exceed  $8,000,000  (in  1932). 
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(2)  The  association  probably  would  lose  the  patronage  of  distribu- 
tors who  continued  to  retail  milk  in  competition  with  it,  partly  because 
of  a  natural  reluctance  on  the  part  of  these  distributors  to  patronize  a 
competitor  and  partly  because  a  large  number  of  creameries  within  its 

I*  territory  could  easily  supply  the  milk  needed  by  the  association's  com- 
petitors. 

(3)  Considerably  less  milk  could  be   sold  for  fluid  uses  directly 
than  the  association  was  already  selling  through  existing  distributors, 

A  change  in  policy  would  force  the  association  to  build  and  maintain  addi- 
tional manufacturing  plants  to  process  the  increased  quantities  of  surplus 
milk. 

(k)  Whatever  profits  the  association  might  realize  from  the  retail- 
ing of  its  own  milk  could  easily  be  overbalanced  by  the  reduced  income 
from  the  increased  amounts  of  milk  that  would  have  to  be  manufactured 
into  daily  products  instead  of  being  sold  for  fluid  uses. 

(5)  Retailing  its  own  milk  would  do  little  to  solve  a  basic  diffi- 
culty facing  the  TCMPA — the  competition  offered  by  the  large  number  of 
creameries  and  cheese  factories  operating  in  the  vicinity  of  the  Twin 
Cities. 

They  elected  instead  to  cooperate  with  their  existing  city  distribu- 
tors in  the  formulation  of  a  unified  program  that  would  better  the  mar- 
keting conditions  and  reswre  marKet  stability. 

During  this  period,   1931-32,  the   companies  that  did  not  purchase 
milk  from  the  association  experienced  a  15-  to  20-cent  a  hundredweight 
price  advantage  over  the  TCOTA- contracting  distributors,  yet  the  coopera- 
tive continued  to  hold  these  regular  outlets.     By  middle  1932,   however, 
the  price  competition  began  to  affect  the  larger  distributois  seriously. 
Northland  Milk  Conpany,   one  of  the  two  largest  distributors  in  Minneapolis, 
gave  notice  to  the  cooperative  that  it  intended  to   cancel  its   contract  with 
the  association  unless  means  were  found  to  bring  tne  fluid  prices  in  line 
with  those  of  outlying  suppliers.     After  a  hurried  series  of  meetings 
among  themselves  and  with  their  contracting  distributors,   the  associa- 
tion's directors  kept  the  contracts  in  force  by  devising  a  new  price  plan 
satisfactory  to  their  distributorso     The  new  plan  left  the  actual  dealers' 
buying  price  undetermined  until  the  end  of  the  month.     The  price  was  at 
that  time  announced  after  the  amount  had  been  settled  on  the  basis  of  the 
month's  returns  from  manufactured  products  plus  a  "reasonable"   extra  pay- 
ment for  servicing  the  accounts  and  balancing  the  distributor's  supply 
with  his  actual  needs. 

Competition  for  volume  also  took  other   forms.     City  distributors 
began  to  lose  substantial  amounts  of  cream  sales  during  the  early  1930 's 
to  peddlers  who  established  cream  routes  throughout  Minneapolis.     Many 
dealers  had  relied  on  these  sales  for  a  substantial  part  of  their  profits, 
and  drastic  cuts  in  the  retail  prices  of  cream  were  necessary  to  keep  such 
sales  from  going  to  peddlers.     These  price  cuts  resulted  in  increased  cream 
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sales  for  the  city  generally,  but  the  narrowed  margins  were  not  suffi- 
ciently offset  by  the  increased  sales  and,  as  a  result,  yielded  small er 
total  profits  for  the  distributors.  At  the  same  time,  the  intense  com- 
petition among  dealers  for  wholesale  and  store  business  resulted  in  such 
low  prices  in  stores  that  many  consumers  shifted  from  home-delivered  to 
store-purchased  milk.  Evaporated  milk  also  cut  into  market  milk  sales, 
particularly  among  the  lower-income  and  unemployed  groups. 

By  January  1933  the  outlying   creameries  had  begun  to  make  sizable 
inroads  into  TCMPA  fluid  milk  sales  in  two  wayss     (1)  The  association's 
regular  contracting  distributors  were  losing  a  share  of  the  maricet  to 
other  distributors,  thus  lowering  their  milk  needs  from  TCMPA;  and 
(2)  three  distributors  canceled  their  full-supply  contracts  with  the  co- 
operative.    One  of  these  dealers,   the  Lincoln  Milk  Company,  had  long 
relied  on  the  association  for  fluid  milk  supplies.     Three  other  distribu- 
tors who  then  had  contracts  threatened  to  do  the  same.     The  flow  of  this 
lower  priced  milk  into  the  fluid  milk  market  was  also  being  promoted  by 
unemployed  truck  owners  who  began  to  contact  surrounding  creameries  for 
milk  supplies  that  could  then  be  hauled  into  the  Twin  Cities  and  sold 
to  distributors  who  did  not  have  TCMPA  contracts. 

The  major  effect  of  the  large  and  inoreasing  supplies  of  outlying 
milk  was  borne  by  Minneapolis  because  of  the  difference  between  the 
Minneapolis  and  St,  Paul  health  ordinances,     A  conparison  of  dealers' 
buying  prices  in  the  two  cities  during  the  first  5  months  of  1933  shows 
the   effect  of  this  increased  milk  supply,     St.  Paul  distributors  paid 
TCMPA  $1,10  a  hundred  pounds  in  January,  $1,09  in  February,  $0.91  in 
March,  and  $0,95  in  April  and  May;  Minneapolis  dealers  paid  only  $0,95 
in  January,  $0,8U  in  February,  $0,60  in  March,  and  $0,^0  a  hundred  pounds 
in  April  and  May,     (When  the  price  war  was  ended  on  June  2,   1933*  the 
negotiated  price  between  TCMPA  and  the  distributors  of  both  cities  re- 
turned to  $1,15  a  hundredweight,) 

During  1932  the  coopCT-ative's  "milk  war  policy"  of  pricing  fluid 
milk  closer  to  manufacturing  returns  failed  to  lessen  the  intense  com- 
petition among  suppliers  for  distributors'   business.     By  early  1933* 
11  Minneapolis  dealers  were  purchasing  milk  supplies  from  outlying  cream- 
eries.    The  principal  dealer  in  the  latter  group  was  the  Lincoln  Milk 
Conpany,     This  company  canceled  its  contract  with  the  cooperative  when 
an  outlying  creamery  offered  to  fill  its  supply  requirements  at  a  price 
^rtiich  would  be  20  cents  a  hundred  pounds  less  than  the  standard  price  to 
city  distributors,  regardless  of  the  latter' s  level.     This  move  precipi- 
tated the  cumulative  developments  of  the  preceding  year  into  a  general 
milk  price  war  in  which  TCMPA  eventually  sold  fluid  milk  to  ccmtracting 
Minneapolis  distributors  for  50  cents  a  hundred  pounds  f.o,b,  distribu- 
tors' plants.     This  50-cent  price  prevailed  in  Minneapolis  from  March  13 
through  May  31>  1933.     During  that  period  the  retail  wagon  price  for  milk 
was  5  cents  a  quart,   store  prices  were  as  low  as  7  cents  for  two  quarts, 
and  the  price  to  peddlers  was  2  3/U  cents  a  quart* 
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The  distributors  who  purchased  association  milk  were  being  squeezed 
financially  by  plant  and  labor  costs  which  were  higher  than  those  in- 
curred by  the  outlying  plants  distributing  through  peddlers.  Some  large 
city  distributors  claimed  they  lost  $1,000  a  day.  The  loss  in  volume  of 
sales  by  these  larger  distributors,  to  peddlers  and  others,  forced  them 
to  cut  costs  by  dismissing  employees.  Union  leaders  soon  recognized  the 
threats  to  the  future  well-being  of  their  organization  if  the  peddler 
system  of  distribution  should  grow,  and  joined  the  price  war  by  volun- 
tarily reducing  the  wages  of  both  inside  and  outside  employees  by  $22 
a  month.  This  proved  a  timely  aid  to  the  large  distributors  in  their 
efforts  to  obtain  and  hold  customers  at  the  low  milk  prices  then  pre- 
vailing. 

The  maiHket  conflict,  with  its  50  cents  a  hundredweight  milk,  had 
been  in  progress  little  more  than  a  month  when  $  of  the  11  distributors, 
who  previously  had  relied  on  "outside"  milk,  signed  long-term  full-supply 
contracts  with  the  association.  These  5  distributors  had  never  previously 
relied  on  the  cooperative  for  supplies.  Two  more  companies  signed  similar 
contracts  in  April;  one  other  distributor  who  had  bought  "outside"  milk 
was  forced  into  bankruptcy.  The  producers'  association  helped  two  of  the 
above-named  signatories  effect  a  consolidation  of  resources  by  agreeing 
to  purchase  the  plant  and  facilities  of  one  of  the  distributors  and  rent 
it  back  to  the  new  concern.  This  was  done  on  the  condition  that  the  new 
company  would  purchase  milk  from  the  association.  The  TCMPA  also  took  a 
second  mortgage  on  the  facilities  of  a  regular  distributor  under  contract 
to  them  to  permit  his  purchase  of  the  assets  of  a  newly  signed  dealer.  (1) 
The  two  companies  formed  by  these  consolidations  signed  full-supply  con- 
tracts with  the  association.  In  addition,  at  least  two  contracting  dis- 
tributors discontinued  the  policy  they  previously  had  followed,  of  bujring 
some  of  their  milk  directly  from  farmers  who  were  not  members  of  the  Twin 
City  Milk  Producers  Association,  One  of  the  principal  distributors  in 
Minneapolis  also  cut  off  108  nonmember  producers  (about  one-half  of  whom 
later  joined  the  TCMPA)  and  replaced  their  supplies  with  receipts  from 
TCMPA  member-producers.  (12) 

At  the  end  of  the  market  conflict,  the  distributors  in  both  Min- 
neapolis and  St,  Paul  were  paying  TCMPA  $1,15  a  hundred  pounds  for  their 
fluid  milk  requirements.  Beginning  on  Jxine  2,  1933,  retail  prices  in 
Minneapolis  uniformly  increased  to  7  cents  a  quart  and  the  price  to  stores 
ranged  between  5  and  5^  cents  a  quart. 

The  ordinances  passed  by  the  Minneapolis  City  Council  \mdoubtedly 
played  an  important  role  in  resolving  the  intermittent  market  conflicts 
and  the  severe  milk  price  war  of  early  1933 •  The  new  ordinance  which 
went  into  effect  on  May  1,  1932  required  farm  inspection,  permits  to  sell 
milk  in  Minneapolis,  and  the  pasteurization  of  milk  within  the  city  limits, 
but  the  inspection  of  fairas  and  licensing  of  producers  actually  began 
1  year  later — April  1,  1933«  In  accordance  with  the  provisions  of  the 
new  milk  ordinance,  one  of  the  pasteurizers  located  outside  the  city  limits 
was  denied  a  license  to  pasteurize  milk  for  sale  in  Minneapolis  in  January 
1933.  This  action  by  the  city  was  upheld  by  the  District  Court  in  February 
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1933.  During  this  same  period,  the  City  Council,  also  passed  the  ordinances 
(discussed  in  chapter  III)  that  barred  milk  peddlers  from  operating  in  the 
city,  limited  the  number  of  delivery  vehicles,  and  restricted  the  hours 
of  delivery  in  a  manner  that  presumably  aided  the  established  Minneapolis 
distributors. 

The  effect  of  these  ordinances  was  to  limit  the  methods  by  lAiich 
outlying  producers  and  pasteurizers  were  able  to  enter  the  fluid  milk  mar- 
ket and  to  precipitate  iinrest  and  unstable  marketing  conditions.  Although 
the  State  Supreme  Court  later  (November  1933)  voided  the  restrictive  pas- 
teurization requirements  inposed  by  the  Minneapolis  milk  ordinance,  the 
District  Court  decision  in  February  1933  indicated  to  the  fluid  milk  inter- 
ests that  there  was  little  alternative  but  to  abide  by  the  new  regulations. 

The  effect  of  the  efforts  of  outlying  creameries  to  oiter  the  fluid 
milk  market  and  of  the  resultant  price  war  was  to  establish  more  firmly  the 
dominant  position  of  the  TCMPA,  An  examination  of  the  market  situation 
after  the  end  of  the  conflict  revealed  that  the  associations 

(1)  Signed  five  new  distributors  to  long-time  supply  contracts,  thereby 
increasing  the  proportion  of  fluid  sales  supplied  by  association  menibers. 

(2)  Reduced  the  number  and  inportance  of  nonmeniber  producers  in  the 
Twin  City  market, 

(3)  Established  permanently  a  quality  and  location  differential, 

(ii)  Benefited  from  the  new  Minneapolis  milk  ordinance  which,  indi- 
rectly at  least,  had  been  adopted  to  mitigate  the  severity  of  such  market 
conflicts, 

(5)  Restored  the  dealer  buying  price  to  a  "reasonable"  level  of  $1,1*0 
a  hundred  on  July  1, 

The  market  unrest  and  dissatisfaction  with  the  pricing  situation 
herein  described  was  by  no  means  limited  to  the  local  market.  During  1932 
and  1933  the  agricultural  problem  throughout  the  United  States  was  one  of 
depressed  prices  and  maricets,  and  demands  arose  from  many  segments  of  the 
economy  for  the  Federal  Government  to  take  some  appropriate  remedial  action, 
A  first  step  in  this  direction  was  the  enactment  of  the  Agricultural  Adjust- 
ment Act  of  1933  and  the  provisions  it  contained  for  a  number  of  programs 
designed  to  relieve  the  situation. 
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V.  FEDERAL  REGULATION  BY  MILK  LICENSES  AND  AGREEMENTS, 
1933-Hn 


The  Twin  City  market  became  the  fourth  major  fluid  milk  market  to 
be  regulated  by  the  Federal  marketing  agreements  and  licensing  program* 
The  initial  regulation  consisted  of s  (1)  A  marketing  agreement  between 
the  Secretary  of  Agriculture,  the  TCMPA,  and  25  fluid  milk  distributors 
from  Minneapolis  and  St,  Paulj  and  (2)  a  Federal  milk  license  (No.  5) 
issued  by  the  Secretary  of  Agriculture,  which  imposed  the  terms  of  the 
marketing  agreement  upon  all  parties  serving  the  Twin  City  fluid  milk 
market.  This  plan  went  into  effect  on  September  2,  1933o  On  February  1, 
193U>  the  Secretary  of  Agriculture  canceled  the  marketing  agreement,  and 
left  the  license  (No.  5)  as  the  sole  means  of  Federal  supervision.  Be- 
cause of  this  change  in  Federal  policy,  license  (No,  5)  was  replaced  2 
weeks  later  with  a  new  license  (No,  32),  The  latter  regulation  was  not 
as  comprehensive  in  its  regulatory  powers,  but  it  remained  in  effect 
from  February  16,  19 3U,  until  April  18,  19liU.  After  August  1935,  how- 
ever, whatever  effectiveness  License  No,  32  had  was  primarily  due  to  the 
willingness  of  the  TCMPA  and  a  majority  of  the  distributors  to  abide  by 
its  administrative  rulings,  because  it  was  then  considered  by  the  U,  S. 
Department  of  Agriculture  to  be  unenforceable  as  a  legal  instrument. 


Adoption  of  the  First  Federal  Milk  License  and 
Marketing  Agreement,  No,  5 

The  enabling  act  had  been  in  effect  only  a  little  more  than  a 
month  when  the  Twin  City  Milk  Producers  Association  attempted  to  obtain 
a  Federal  marketing  agreement  and  license  for  the  Twin  City  milkshed. 
The  market  had  already  been  stabilized  after  the  price  war  earlier  in 
the  year,  but  there  was  doubt  that  the  stability  would  persist.  The 
association  placed  considerable  enphasis  upon  the  part  such  an  agree- 
ment could  play  in  perpetuating  that  stability — particularly  if  it  effec- 
tively outlawed  the  so-called  "unfair  tactics"  used  by  outlying  creamer- 
ies and  cheese  factories  in  their  efforts  to  obtain  a  larger  share  of 
the  fluid  milk  maiicet*  Distributors  and  producers  felt  that  the  price 
relationships  then  in  effect  closely  approximated  equilibriiun  prices 
for  the  Twin  City  fluid  milk  marie et, 

TCMPA  officers  held  two  meetings  with  Twin  City  distributors  in 
June  to  discuss  the  advisability  of  appljring  for  a  marketing  agreement 
and  licensee  Most  distributors  were  in  favor  of  the  Federal  agreement, 
the  principal  dispute  between  them  and  the  producers  cooperative  cen- 
tering around  the  level  at  which  producers'  prices  should  be  set. 
Accord  was  reached  on  the  basis  of  $1.1*2  for  100  pounds  of  3,5  percent 
milk,  and  on  June  26,  1933>  the  association's  representatives  took  the 
jointly  proposed  agreement  to  the  U,  S,  Department  of  Agriculture,  for 
review  and  eventual  approval. 
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At  the  public  hearing  held  in  Washington  on  July  2U,  1933>  repre- 
sentatives of  six  large  milk  distributors,  two  dairy  labor  unions,  the 
health  department  of  Minneapolis,  and  the  Twin  City  Milk  Producers 
Association  all  testified  in  favor  of  the  proposed  agreements  A  minor 
disagreement  arose  among  the  proponents  over  the  wording  of  several  sec- 
tions, but  these  were  clarified  before  testimony  was  taken  for  the  record. 
The  TCMPA's  president  first  outlined  the  chaotic  conditions  that  existed 
in  the  market  during  1932  and  1933>  and  expressed  the  belief  that  the 
proposed  agreement  would  forestall  any  such  future  developments.  Simi- 
lar faith  in  the  efficacy  of  the  proposal  was  expressed  in  subsequent 
testimony  by  representatives  of  the  distributors  of  both  cities  and  by 
representatives  of  the  labor  unions  and  the  health  department.  The 
Board  of  Health  representative  testified  that  the  retail  price  schedule 
contained  in  the  agreement  was  reasonable  and  satisfactoiy  and  in  the 
consumers'  interest.  No  one  appeared  in  opposition  to  the  formulation 
of  the  marketing  agreement,  and  no  amendments  were  proposed  by  parties 
other  than  the  original  proponents.  The  only  brief  filed  in  opposition 
to  the  proposed  agreement  came  from  sanitary  milk  bottle  cap  manufac- 
turers. They  protested  certain  fair-practices  provisions  which  pro- 
hibited the  use  of  special  caps  on  market  grades  of  milk  and  cream. 
More  than  a  month  elapsed  before  the  Secretary  of  Agriculture  approved 
Marketing  Agreement  and  License  No.  5  on  August  29,  to  be  effective 
September  2,  1933. 

The  agreement  and  license  was  signed  by  the  TCMPA,  as  represent- 
ing the  approval  of  from  75  to  80  percent  of  the  producers,  and  by  2$ 
distributors,  representing  from  81  to  85  percent  of  the  volume  of  milk 
sold,  and  was  well  received  by  the  market.  As  adopted,  the  agreement 
and  license  represented  the  program  of  the  local  market  interests  and 
contained  few  (if  any)  provisions  that  were  insisted  upon  by  the  USDA 
over  local  objections.  Its  2?  pages  of  regulations  with  supporting  ex- 
hibits and  schedules  was  voluminous,  as  oonpared  with  present-day  regula- 
tory instr\ments,  and  they  provided  for: 

(1)  A  minimum  price  to  producers  of  $1,U2  a  hundred  pounds  of 
milk  and  a  retail  price  of  8  cents  a  quart,  to  be  succeeded  by  a  pro- 
ducers' minimum  price  of  $1,70  a  hundredweight  and  a  retail  price  for 
bottled  milk  of  9  cents  a  quart  when  the  price  of  92-score  butter  in  New 
York  reached  26  cents  a  pound  for  7  consecutive  days, 

(2)  A  classification  of  distributors  into  four  groups,  in  accord- 
ance with  their  method  of  purchasing  fluid  milk  from  the  local  producers 
(see  p.  51  for  an  explanation  of  the  four  methods),  and  a  detailed 
pricing  procedure  to  insure  that  the  distributors  in  each  classification 
paid  identical  prices  for  their  fluid  requirements  of  milk  and  cream  at 
both  the  8-  and  9-cent  retail  milk  levels.  An  integral  part  of  this 
pricing  procedure  was  the  continuance  of  "spread  payments"  3/  to  the 
TCMPA. 


3/  Whenever  a  distributor  signed  a  full-supply  contract  with  the 
TCMPA,  the  distributor  was  usually  permitted  to  continue  receiving  milk 

(Continued  on  page  U3  ) 
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A  unique  feature  of  the  pricing  method  was  a  clause  in  the  license 
which  provided  thatx  "In  spite  of  anything  in  this  paragraph  to  the  con- 
trary, the  net  price  paid  to  producers  for  all  milk  received  by  said 
distributors,  shall  in  no  event  be  less  for  any  calendar  irtonth  than  the 
blended  price  paid  by  the  Twin  City  Milk  Producers  Association  to  its 
producers  for  the  same  month,"  This  clause  was  developed  to  guard  against 
any  unforeseen  method  of  evasive  action  on  the  part  of  distributors  who 
purchased  milk  from  independent  producers,  but  in  later  jdars   it  became 
the  sole  means  of  sustaining  the  effectiveness  of  the  milk  licensing 
program  in  the  Twin  Cities, 

(3)  A  schedule  fixing  the  exact  wholesale  and  retail  prices  that 
distributors  could  charge  for  pasteurized  milk  and  cream  in  various-sized 
containers.  These  listed  prices,  however,  were  to  be  construed  only  as 
minimum  prices  for  raw  milk  sold  by  producer-distributors, 

(k)     An  elaborate  schedule  of  fair  trade  practices  governing  the 
competitive  activities  of  all  distributors  in  their  business  and  sales 
operations, 

(|5)  A  local  agency  or  committee  to  administer  the  powers  set 
forth  in  the  regulation, 

(6)  A  license  through  which  the  detailed  terms  and  regulations 
were  imposed  upon  all  distributors  whether  or  not  they  were  signatories 
to  the  agreement. 

Although  the  local  marketing  agreement  and  license  was  part  of  a 
general  Nation-wide  program  promulgated  in  1933,  it  differed  from  the 
general  pattern  of  agreement- licoises  in  several  important  ways: 

(1)  A  major  piirpose  of  the  enabling  act  was  to  increase  prices 
to  producers,  but  the  Twin  City  agreement-license  originally  provided  a 


Footnote  3  continued: 

from  regular  producers  vho   were  not  members  of  the  TGMPA,  Such  producers 
were  actually  named  in  the  contract.  Since  the  association  agreed  to 
supply  all  the  remaining  quantities  of  milk  needed  by  the  distributor, 
the  contract  was,  in  effect,  adjusted  for  the  seasonality  of  production 
of  the  nonmember  producers.  To  compensate  for  this  service  accord^i  the 
distributor,  the  contracts  provided  that  for  all  milk  purchased  from  non- 
meiTbers,  the  distributor  pay  the  association  a  "spread"  payment,  which 
represented  the  difference  between  the  established  market  price  for  fluid 
milk  and  the  blend  price  paid  directly  to  member-producers  of  the  TCMPA, 
This  procedure,  in  effect,  required  the  distributor  to  pay  the  same 
price  for  milk  i^ether  received  from  the  association  or  from  the  non- 
member  producer,  and  at  the  same  time  it  insured  that  TCMPA  members 
would  receive  at  least  as  high  a  price  as  nonmembers  for  their  fluid 
production.  The  Federal  marketing  agreement  and  license  considered  the 
payment  as  a  service  charge  for  regulating  the  supply  of  milk  to  fill 
the  demands  of  the  contracting  distributors. 
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price  to  producers  that  was  only  2  cents  a  hundredweight  higher  than  the 
"free"  market  price  that  prevailed  during  July  and  August  1$^33. 

(2)  The  agreement  did  not  serve  as  an  instrument  for  introducing 
new  marketing  arrangements  and  relationships* 

(3)  It  did  not  contain  any  geographic  definition  limiting  the 
production  areas  for  the  marketj  nor  did  it  in^xjse  any  form  of  a  base 
rating  plan  for  the  control  of  surplus  milk.  Wearly  all  other  agreement- 
licenses  contained  such  provisions,  and  the  base  rating  plans  were  used 
primarily  for  whatever  effect  they  might  have  had  in  controlling  produc- 
tion rather  than  to  correct  problems  associated  with  seasonality  of 
production,  as  is  done  today.  The  production  increases  that  were  ex- 
pected as  a  response  to  price  increases  in  the  United  States  fluid  milk 
markets  were  to  be  held  in  check  in  the  Twin  City  market  by  keeping  local 
fluid  milk  prices  close  to  their  normal  relationships  with  the  prices  for 
manufactured  dairy  products,  particularly  for  butter  and  cheese. 

The  agreement  and  license  was  amended  once,  on  November  29,  1933> 
in  order  to  permit  a  retail  price  of  9  cents  a  quart  and  a  producer  price 
of  $1.70  a  hundred  pounds  to  be  established  for  the  market.  In  addition, 
the  schedule  of  fair  con^jetitive  practices  was  siB5)lified  in  the  agree- 
ment and  expanded  in  the  license  to  effect  a  uniformity  in  the  regulation. 
The  Twin  City  agreement-license  remained  in  high  favor  and  in  full  effect 
after  the  amendment,  and  the  milk  trade  in  particular  was  pleased  with 
its  successful  operation. 

Adoption  of  the  Second  Federal  Milk  License,  No.  32 

The  principal  market  interests  were  seriously  disturbed  a  short 
time  later  when,  on  January  8,  193ii»  th^  were  notified  by  telegram  from 
Washington  that  all  agreements  were  to  be  canceled.  They  were  advised 
that  the  license  could  reawain  in  effect  only  until  it  was  replaced  by 
another  one  which  would  reflect  the  Agricultural  Adjustment  Administration's 
new  policy  of  not  establishing  and  enforcing  (or  attenqpting  to  enforce) 
a  oorrplete  schedule  of  distributors'  wholesale  and  retail  prices.  The 
new  policy  did  allow  protection  against  certain  unfair  coiqjetitive  prac- 
tices, however,  and  permitted  the  establishment  of  minimum  wholesale  and 
retail  prices  under  certain  special  and  specified  circumstances.  The 
Twin  City  Milk  Producers  Association  was  also  advised  that  to  conform 
with  the  new  AAA  policy,  a  new  Twin  City  milk  license  would  have  to  pro- 
vide for  a  10-cent  reduction  in  the  producers'  milk  price  to  $1.60. 

The  producers'  association  and  the  contracting  distributors  were 
faced  then  with  two  unpalatable  alternatives:  (1)  To  cancel  the 
agreement-license  and  return  to  the  preli cense  conqpetitive  era;  or 
(2)  to  accept  the  new  license  with  its  lower  price  and  less  protective 
features.  There  was  no  such  choice,  in  reality,  for  most  interests  felt 
that  without  some  form  of  governmental  participation  another  milk  war 
would  be  imminent.  Before  acceding  to  the  change,  however,  the  market 
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interests  tried  to  convince  the  AAA  that  the  original  policy  of  fixing 
producers'  prices  and  distributors'  resale  prices  was  the  best  program 
for  the  Twin  City  market.  The  Governor  of  the  State  of  Minnesota  per- 
sonally helped  a  distributor's  representative  present  such  an  argument 
to  the  AAA  officials  in  Washington,  Although  a  2-week  extension  was 
granted  producers  in  the  Twin  City  market,  the  national  policy  had  been 
set  and  the  old  license  subsequently  was  replaced  with  one  reflecting 
the  new  pricing  policies. 

The  new  License  No,  32  (without  an  agreement)  was  promulgated  by 
'  the  Secretary  of  Agriculture  on  February  16,  193U,  and  differed  flx)m  the 
original  in  two  principal  respects:   (1)  The  schedule  of  specific  resale 
prices  on  all  fluid  milk  products  at  the  wholesale  and  retail  levels  was 
replaced  with  one  that  only  set  a  minimum  price  below  which  no  distribu- 
tor serving  the  market  could  legally  sell  milk  or  cream;  and  (2)  the 
producers'  price  for  3,5  milk  was  reduced  from  $1,70  a  hundredweight  to 
$l,6o.  Many  persons  felt  that  the  specific  fixed  prices  under  the  orig- 
inal licenses  had  allowed  many  efficient  distributors  to  make  excessive 
profits,  and  all  distributors  to  benefit  relatively,  because  of  the 
price  maintenance.  The  new  AAA  policy  was  formulated  in  the  anticipa- 
tion that  resale  prices  would  soon  be  reduced  to  the  minimum  level 
I    through  the  impetus  of  con^jetition  among  the  various  distributors. 

An  important  administrative  change  in  the  new  license  was  the 
provision  empowering  the  Secretary  of  Agriculture  to  appoint  a  repre- 

I  sentative  to  perform  various  functions  assigned  to  the  Secretary,  This 

I  representative — the  forerunner  of  the  present-day  milk  market  adminis- 
trator— was  appointed  on  March  6,  193U*  and  he  introduced  a  direct  means 
of  Federal  participation  in  the  administration  of  the  license.  The  new 

^  license  retained  the  clause  that  required  all  handlers  to  pay  independent 
producers  not  less  than  TCMPA's  blend  (paying)  price  to  its  producer- 

u  members. 

The  Twin  City  License  No.  32  proved  to  be  an  effective  means  of 
regulating  the  price  of  producer  milk  during  the  period  from  its  pro- 
mulgation in  February  193U  through  August  1935 •  It  was  amended  five 
times  during  that  period — four  times  to  institute  changes  in  the  basic 
price  for  producer  milk  and  once  to  increase  the  butt erf at  differential 
from  3  to  U  cents. 

The  net  effect  of  the  series  of  changes  in  the  Twin  City  licenses 
during  1931*  and  1935  was  to  strip  them  of  most  of  their  regulatory  phases 
except  the  setting  of  minimum  prices  to  producers.  The  exact  retail  and 
wholesale  price  schedule  was  removed  whai  the  new  license  was  promulgated 
in  February  193U;  the  minimum  retail  and  wholesale  price  schedule  was 
eliminated  on  June  5>  1935j  and  the  power  to  raise  or  lower  the  specified 
minimum  producer  price  for  3»5  percent  milk  was  taken  away  by  the  amend- 
ment to  the  Agricultural  Adjustment  Act,  approved  on  August  26,  1935> 
which  substituted  orders  for  licenses  and  provided  that  existing  licenses 
could  be  continued  but  not  changed  in  any  respect. 
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The  Inactive  Phase  of  License  No»  32^  September  1935  to 

April  18,  19liU 

The  abandonment  of  the  Federal  milk  licensing  program  on 
August  26,  1935,  placed  the  principal  Twin  City  market  interests  in  a 
difficult  position.  Even  though  the  license  had  worked  well  in  the 
local  market,  the  new  national  policy  was  to  replace  licenses  with 
"orders"  promulgated  under  the  new  amendments  to  the  enabling  act. 
The  TCMPA  would  have  accepted  this  change,  but  the  U.  S.  Department  of 
Agriculture  hesitated  to  apply  an  order  to  the  Twin  City  area  on  the 
grounds  that  the  market  would  not  qualify  as  an  interstate  market  as 
that  term  was  interpreted  in  court  decisions  at  the  time.  The  asso- 
ciation then  had  only  one  alternative  short  of  direct  cancellation,  and 
that  was  to  retain  the  license  even  though  it  could  not  be  amended  to 
reflect  any  specific  minimum  price  other  than  the  $1.75  a  hundredweight 
then  prescribed.  In  addition  to  serving  as  a  "floor,"  the  license  af- 
forded the  only  means  of  retaining  the  Federal  representative  to  adminis- 
ter the  provisions  of  the  license  relating  to  the  milk-buying  and  -pricing 
practices  of  various  distributors.  The  major  market  interests  considered 
his  presence  an  in^jortant  requisite  to  continued  market  stability. 

It  is  particularly  inportant  to  note  that  the  Twin  City  license 
played  a  role  in  the  pricing  of  fluid  milk  and  cream  for  a  period  of 
about  8  years  (Septeirfcer  1935  to  February  19li3)  after  the  licenses  had 
been  "frozen"  and  the  USDA  declined  to  enforce  their  provisions  by  court 
action.  Three  factors  combined  to  make  the  license  operative: 

(1)  The  presence  in  the  market  of  a  dominant  producers'  coopera- 
tive, the  TCMPA,  which  supplied  85  to  90  percent  of  the  milk. 

(2)  A  real  desire  on  the  part  of  the  TCMPA  and  its  contracting 
distributors  to  retain  a  Federal  representative  in  the  market  as  an  in- 
strument in  maintaining  a  minimum  producer  price  structure  for  milk  and 
cream. 

(3)  Two  unique  clauses  in  the  license  which  permitted  it  to 
reflect  a  flexible  minimum  price  for  producer  milk  that  had  to  be  paid 
by  all  distributors  in  spite  of  the  fact  that  it  could  not  be  amended. 
This  was  accomplished  by  two  sections  of  the  license  which  required  that: 

(a)  Any  distributor  who  purchased  part  of  his  milk  sup- 
plies from  TCMPA  and  part  from  independent  producers  was  to 
pay  the  TCMPA  a  "spread"  payment.  This  payment  equalized 
the  cost  of  milk  fl'om  each  source. 

(b)  Any  distributor  who  purchased  all  of  his  milk  sup- 
plies from  independent  producers  (producers  not  members  of 
TCMPA)  was  to  pay  a  minimum  price  that  at  least  equaled  the 
monthly  blend  price  used  by  TCMPA  in  paying  its  producer- 
members  for  similar  shipments  of  milk. 
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These  clauses  were  designed  to  eliminate  any  potential  advantage 
a  distributor  ndght  get  by  shifting  his  source  of  supply,  and  thereby 
reduced  the  likelihood  of  any  dealer  attempting  to  gain  volume  by  ob- 
taining milk  from  farmers  at  lower  prices  than  those  paid  by  competing 
dealers.  Fixing  the  minimum  price  for  fluid  cream  was  never  an  issue 
during  this  period,  since  the  license  provided  that  the  price  level 
established  by  a  formula  would  also  serve  as  the  specified  minimum  price 
applicable  to  all  distributors. 

The  major  defect  of  the  "inactive"  license  was  that  the  minimum 
price  for  milk  delivered  to  the  Twin  Cities  could  not  go  below  $1.75 
without  automatically  forcing  the  cancellation  of  the  license;  if  this 
occurred,  the  market  would  be  outside  the  scope  of  continued  Federal 
regulation  until  the  courts  extended  the  scope  of  the  interstate  com- 
merce clause.  The  market  never  had  to  face  that  problem,  however,  for 
in  the  succeeding  years  during  which  the  license  remained  effective  the 
prices  of  dairy  products,  and  of  all  commodities,  remained  above  the  June 
1935  level. 

Although  the  Twin  City  license  (No.  32)  had  the  distinction  of 
being  the  last  one  to  be  canceled  (on  April  lb,  19hh) ,   evidence  indicates 
that  the  TCMPA  made  several  serious  attempts  during  this  period  to  obtain 
more  active  Federal  regulation  of  the  fluid  milk  market. 


Producer  Attempts  to  Replace  "Inactive"  License  with  More 

Rigid  Federal  Regulation 

The  TCMPA  tried  to  obtain  a  Federal  milk  order  for  the  local  market 
as  early  as  November  1935j  but  the  USDA  advised  against  such  an  action. 
By  November  1936  the  association's  contracting  distributors  demanded  that 
it  lower  the  price  of  milk  to  them  as  an  aid  in  meeting  competition  of 
new  dairies  selling  higher  test  milk  at  regular  prices  as  well  as  to  off- 
set higher  labor  costs  resulting  from  the  provisions  of  a  new  contract 
with  the  labor  union.  The  executive  committee  of  the  TCMPA  refused  to 
reduce  producer  prices  for  these  reasons,  but  requested  the  USDA  to  pro- 
pose a  program  which  could  serve  to  resolve  the  problems.  They  indicated 
approval  for  any  plan  sponsored  by  the  Agricultural  Adjustment  Adminis- 
tration that  would  receive  the  concurrence  of  all  the  principals  in  the 
Twin  City  market  if  the  program  would  be  supervised  by  a  resident  Federal 
administrator. 

The  AAA  developed  some  aspects  of  an  order  as  it  should  relate  to 
the  Twin  City  market,  but  later  notified  the  market  interests  that  the 
Federal  courts  had  not  yet  established  whether  an  order  had  the  power 
to  regulate  milk  in  markets  where  there  was  little  or  no  movement  of 
fluid  milk  across  State  lines.  They  suggested,  as  an  alternative,  that 
the  market  interests  develop  a  marketing  agreement  with  the  Secretary 
of  Agriculture  based  on  a  local  supply  and  marketing  agreement  between 
the  different  groups  of  producers  in  the  Twin  City  market  and  their 
handlers.  Such  agreement  did  not  require  the  contracting  parties  to 
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be  located  in  an  area  that  qualified  as  an  interstate  market.  The  pro- 
cedure for  implementing  this  program,  in  lieu  of  an  order,  was  as  follows: 

1.  Obtaining  approval  of  the  supply  agreement  by  the  board  of 
directors,  TCMPA. 

2.  Obtaining  approval  of  the  supply  agreanent  by  distributors 
and  by  other  cooperatives  and  producer  groups  in  the  marketing  area, 

3.  Signing  by  each  cooperative  or  producer  group  of  an  individual 
supply  agreement  (with  a  marketing  agreement  attached),  with  each  of  their 
distributors. 

h»     Holding  of  a  Federal  public  hearing  in  themarket,  after  vriiich 
all  the  distributors  would  sign  the  marketing  agreement  (without  the  sup- 
ply agreements  attached)  as  signatories  with  the  Secretary  of  Agriculture. 

After  producer  and  distributor  groups  in  the  market  signed  the 
agreonent,  both  parties  would  be  bound,  as  in  a  civil  contract.  The 
signing  by  the  distributors  in  conjunction  with  the  Secretary  of  Agri- 
culture was  done  to  protect  the  dealers  from  prosecution  under  provi- 
sions of  the  antitrust  laws  as  far  as  the  provisions  of  the  agreement 
were  concerned.  It  also  would  have  the  effect  of  assuring  local  con- 
siimer  groups,  newspapers,  and  city  and  State  authorities  that  the  agree- 
ment would  remain  under  the  general  supervision  of  the  Federal  Government. 

The  producer' s  association  favored  this  type  of  regulation  since 
it  would  protect  their  market  position  and  at  the  same  time  would  allow 
them  to  move  away  from  butter  prices  in  negotiating  a  fluid  milk  price 
with  distributors.  Labor  union  officials  supported  the  plan  because  the 
higher  fluid  milk  price  structure  would  soften  the  effects  on  distribu- 
tors and  TCMPA  of  the  new  labor  contract.  The  TCMPA  objected  to  the 
provision  which  allowed  the  Secretary  of  Agriculture  to  select  and  con- 
trol the  market  administrator,  but  it  continued  to  have  a  measure  of 
local  control  by  a  provision  which  required  the  regulation  to  be  with- 
drawn upon  the  request  of  more  than  50  percent  of  the  producers  in  the 
market.  This  amounted  to  a  veto  power,  since  the  association  membership 
comprised  about  85  percent  of  the  producers  in  the  market.  The  contract- 
ing distributors  expressed  concern  about  raising  producer  prices  by 
allowing  them  to  move  away  from  their  close  relationship  with  butter 
prices,  but  approved  the  plan  in  the  belief  that  it  would  contribute 
to  market  stability. 

The  plan  needed  the  approval  of  other  producer  groups  in  the  market 
before  it  could  be  promulgated,  and  arrangements  were  made  for  the  Federal 
officials  in  the  area  to  meet  with  such  producers  and  explain  the  pro- 
jected program.  These  meetings  had  been  held  in  only  a  few  areas  when 
three  milk  distributors,  who  did  not  rely  on  the  TCMPA  for  milk  supplies, 
threatened  to  lodge  formal  complaints  with  their  congressional  repre- 
sentatives against  the  appearance  of  local  Federal  officials  at  such 
discussions.  These  distributors  felt  that  the  presence  of  such  persons 
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would  lead  independent  producers  to  consider  the  plan  an  official  govern- 
mental program  rather  than  a  proposal  sponsored  by  the  TCMPA,  The  prin- 
cipal protester  among  these  independent  distributors  had  been  cited  by 
the  market  administrator  for  not  always  paying  at  least  the  minimum 
price  for  fluid  milk  and  cream  specified  in  the  Twin  City  license. 

This  marketing  agreement-contract  approach  to  regulating  the  local 
fluid  milk  market  encountered  unexpected  trouble  when  attorneys  advised 
the  TCMPA  that  such  agreements  undoubtedly  constituted  a  violation  of 
article  h)   section  35*  of  the  constitution  of  the  State  of  Minnesota, 
which  provides  that: 

(For)  any  combination  of  persons,  either  as  individuals  or  as 
members,  or  officers  of  any  corporation,  to  monopolize  the  mar- 
kets for  food  products  in  this  State,  or  to  interfere  with  or 
restrict  the  freedom  of  such  markets,  is  hereby  declared  to  be 
a  criminal  conspiracy  and  shall  be  punished  in  such  manner  as 
the  legislature  may  provide. 

The  legal  opinion  was  that  the  agreement-contract  constituted  "an  attempt 
to  fix,  control,  and  regulate  the  price  of  milk  in  the  Twin  Cities  Area," 

It  was  suggested  that  the  Attorney  General  of  Minnesota  might  agree 
to  forego  prosecution  because  of  the  market-wide  scope  of  the  agreement- 
contracts,  but  advice  was  that  such  action  would  protect  the  parties  from 
fine  or  inprisonment  only  under  the  criminal  provisions  of  the  law;  they 
still  would  be  liable  to  civil  action  and  damage  payments  should  other 
parties  institute  such  action  and  prove  their  allegations.  The  cumula- 
tive effect  of  all  these  objections  to  the  agreement-contract  type  of 
control  was  to  convince  the  principal  market  interests  that  this  approach 
to  fluid  milk  market  regulation  would  have  to  be  abandoned.  Under  these 
circumstances,  the  Federal  license  was  retained  as  the  instrument  for 
market  control  until  its  effectiveness  was  superseded  by  the  OPA  pricing 
regulations  and  the  War  Food  Orders  issued  between  19U2   and  19li5. 


Regulatory  Provisions,  Federal  Milk  Licenses  No.  5  and  No.  32, 

1933-iai 

The  original  Twin  City  milk  license  (No.  5)  contained  provisions 
that  regulated  nearly  all  the  competitive  aspects  of  the  local  fluid  milk 
industry.  These  included  the  power  to  fix  wholesale  and  retail  prices 
for  milk,  cream,  and  other  fluid  products;  the  power  to  fix  and  enforce 
the  minimum  prices  that  producers  would  receive  for  such  milk  supplies; 
and  the  power  to  regulate  distributors'  activities  by  outlawing  nearly 
every  type  of  "unfair"  competitive  practice.  Although  the  Federal  milk 
licensing  program  remained  operative  in  the  Twin  Cities  from  1933  to 
19hh,   these  regulatory  powers  gradually  were  eliminated.  After  1935  the 
sole  and  questionable  power  of  the  license  lay  in  its  pricing  provisions 
for  producer  milk  and  cream.  Each  iirportant  phase  of  the  licensing 
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regulation  will  be  simmarized  chronologically  in  this  chapter,  and  an 
atteitpt  will  subsequently  be  netde  to  evaluate  the  economic  significance 
of  this  transition  in  regulatory  power. 


Applicability  of  Provisions 

Since  the  Federal  milk  marketing  agreements  and  licenses  were  legal 
instruments  designed  to  control  certain  operating  practices  of  fluid  milk 
distributors,  it  was  necessary  to  limit  the  applicability  of  the  regula- 
tions by  strict  definitions  of  such  terms  as  "distributor,"  "producer," 
and  "sales  area."  Restated  in  more  general  language,  the  two  Twin  City 
licenses  defined  these  terms  in  the  following  manner: 

1,  A  producer  (who  would  be  eligible  for  the  minimum  prices 
specified  under  the  licenses)  was  any  person  or  association  of  persons 
who  produced  milk  that  was  later  sold  for  consumption  as  fluid  milk  in 
the  Twin  City  sales  area, 

2,  The  Twin  City  sales  area  included  the  cities  of  Minneapolis 
and  St,  Paul  and  contiguous  towns,  villages,  and  townships  and  U.  S. 
Government  reservations, 

3,  Fluid  milk  meant  any  milk,  fluid  cream,  or  products  therefrom 
sold  for  consuirption  in  the  Twin  City  sales  area  except  for  cream  that 
was  used  in  the  manufacture  of  ice  cream,  butter,  or  cheese, 

U.  A  di strlbutor  was  any  person,  operating  in  the  sales  area, 
who — 

a.  Pasteurized,  bottled,  or  processed  fluid  milkj 

b.  Distributed  fluid  milk,  at  wholesale  or  retail  to  con- 
sumers, hotels,  stores,  etc.,  for  consumption  on  the 
premises 5  or  to  stores  or  other  establishments  for  resale; 
or 

c.  Operated  stores  or  establishments  and  sold  fluid  milk 
at  retail  for  consunqjtion  off  the  premises. 

None  of  the  terms  were  redefined  when  License  No.  32  replaced 
Agreement-License  No,  5>  nor  were  any  changes  made  in  their  wording  or 
scope  during  the  10-year  period  that  License  No,  32  remained  in  effect. 


Classification  and  Pricing  of  Producer  Milk  and  Cream 

Any  history  and  analysis  of  governmental  classification  and 
pricing  of  fluid  milk  and  cream  in  the  Twin  City  area  must  be  prefaced 
with  a  brief  review  of  the  unique  structure  of  the  local  fluid  milk  mar- 
ket. The  TCMPA  has  supplied  Minneapolls-St,  Paul  distributors  with  more 


-  51  - 


than  85  percent  of  their  fluid  milk  requirements.  In  addition,  the  asso- 
ciation has  owned  and  operated  manufacturing  and  processing  plants  to 
handle  all  of  its  own  surplus  milk  (milk  not  sold  for  fluid  uses  in  the 
Twin  City  area).  This  plan  of  operation  permits  the  producers'  associa- 
tion to  supply  distributors  with  the  quantities  of  milk  and  cream  needed 
to  balance  receipts  with  sales;  local  distributors,  in  turn,  do  not  have 
to  maintain  processing  plants  to  handle  the  milk  not  used  for  fluid  pur- 
poses. Under  this  market  structure  Twin  City  dealers  have  always  paid 
the  association  one  price  for  one  class  of  milk. 

Producer  Milk.  The  original  agreement- license  (No.  5)>  and  its 
successor  license  (No,  32),  reflected  this  local  classification  and 
pricing  custom  by  promulgating  provisions  requiring  all  distributors  to 
pay  producers  one  and  the  same  price  for  all  milk  supplies,  regardless 
of  its  source  or  eventual  use.  This  was  acconqjlished  by  classifying  all 
milk  distiT-butors  into  four  different  classes,  in  accordance  with  their 
method  of  obtaining  milk  supplies,  and  then  requiring  each  class  of 
dealer  to  follow  a  different,  but  prescribed,  method  of  paying  producers. 
Although  the  License  minimum  price  and  the  actual  pa3ring  price  for  pro- 
ducer milk  changed  many  times  between  13^33  and  l^li3,  the  principle  of 
classifying  distributors  and  requiring  each  class  of  dealer  to  use  a 
different  procedure  in  paying  for  his  receipts  remained  an  integral  part 
of  the  Federal  license  a«  applied  in  the  Twin  City  market  until  19U3, 
when  the  strong  demand  for  dairy  products  pressed  prices  against  the 
maximums  established  by  OPA  pricing  regulations. 

The  distributor-classification  and  pricing  plan  began  with 
Agreement-License  No,  5>  and  was  as  follows: 

Class  A  distributors  were  those  who  bought  their  total  supply  of 
fluid  milk  from  the  Twin  City  Milk  Producers  Association;  they  paid  the 
association  the  minimum  price  specified  by  the  license  for  such  milk 
f.Oob.  the  distributors'  plants. 

Class  B  distributors  were  those  who  received  their  milk  supply 
from  two  sources — some  supplies  from  specified  independent  farmers  and 
the  remainder  as  required  from  day  to  day  from  the  TCMPA,  For  that  part 
of  their  supplies  purchased  from  the  TCMPA,  Class  B  distributors  paid 
the  same  price  under  the  same  conditions  as  Class  A  distributors.  For 
milk  supplies  purchased  from  independent  producers,  the  distributors 
were  required  to  pay  farmers  at  least  as  much  as<  TCMPA »s  "blend"  price 
to  their  member  producers;  the  spread,  or  difference  between  such  actual 
paying  prices  and  the  minimum  price  specified  for  the  market  by  the 
license,  was  to  be  paid  to  TCMPA  as  a  service  charge  for  balancing  the 
dealer's  supplies  with  his  sales. 

Class  C  distributors  were  those  who  bought  their  entire  supply 
of  fluid  milk  from  independent  producers  (those  not  members  of  the 
TCMPA),  In  order  to  protect  such  producers,  the  agreement-license 
required  a  distributor  to  purchase  all  the  milk  produced  by  such 
farmers  for  a  period  of  at  least  1  year.  Class  C  distributors  were 
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i*equired  to  pay  independent  producers  from  whom  they  purchased  milk  the 
minimum  price  specified  by  the  license.  This  price  was  subject  to  down- 
ward adjustment  for  location  and  for  manufacturing  expense,  however,  be- 
cause of  the  requirement  that  Class  C  distributors  buy  the  total  milk 
supply  of  their  producers  for  at  least  a  1-year  period.  To  compensate 
for  the  milk  received  but  not  sold  as  a  bottled  product.  Class  C  handlers 
were  permitted  to  deduct  the  monthly  expenses  incurred  in  manufacturing 
this  milk  into  suitable  byproducts  before  calculating  their  paying  price 
to  producers.  Under  no  circumstances,  however,  could  this  adjusted  price 
be  less  than  the  blended  price  paid  by  the  TCMPA  to  its  producer-members 
for  the  same  month. 

Class  D  distributors  were  producers  who  bottled  and  distributed 
only  the  milk  and  cream  produced  on  their  own  farms.  These  producer- 
distributors  were  bound  by  all  the  marketing  practices  and  resale  prices 
specified  in  the  agreement- license,  and  were  as  subject  to  the  penalties 
it  provided  as  were  any  other  class  of  distributor.  The  producer- 
distributors  were  dropped  from  the  distributor  classification  with  the 
promulgation  oi  License  No.  32,  and  were  subject  to  its  provisions  only 
when  and  if  they  purchased  extra  milk  supplies  from  other  producers  in 
order  to  meet  their  customers'  demands. 

Producer  cream.  Governmental  pricing  and  regulation  of  cream  sales 
presented  a  greater  problem  than  that  of  fluid  milk,  because  many  of  the 
creameries  surrounding  the  Twin  Cities  were  important  competitors  of 
TCMPA  in  the  sale  of  fluid  cream  to  distributors.  The  contracts  that 
were  in  force  between  most  distributors  and  the  TCMPA,  coupled  with  the 
farm  inspection  requirements  for  milk,  curtailed  seriously  the  power  of 
the  outlying  creameries  to  penetrate  the  fluid  milk  market.  In  the  case 
of  cream,  however,  the  market  situation  was  entirely  different.  Farm 
inspection  was  not  and  is  not  mandatory  for  the  production  and  sale  of 
fluid  cream  for  the  Twin  City  market,  and  the  outlying  creameries  com- 
peted actively  with  each  other  and  with  the  TCMPA  for  sales  outlets  of 
fluid  cream.  Most  of  the  outlying  creameries  were  able  to  obtain  all 
their  cream  supplies  from  farmers  at  straight  butterfat  prices;  thus, 
on  any  cream  diverted  to  the  local  market  they  possessed  a  competitive 
advantage  over  distributors  whose  fluid  cream  was  obtained  from  supplies 
of  milk  regularly  shipped  into  the  sales  area. 

In  recognition  of  these  interrelationships  between  alternate 
sources  and  disposition  of  cream  and  milk  in  the  Twin  City  area,  the 
agreement-license  required  all  distributors  to  pay  producers  for  cream 
according  to  the  following  plan,  based  on  market  custom: 

(1)  For  each  pound  of  butterfat  in  the  fluid  cream  purchased 
from  NovoTiber  1  through  June  30  of  any  year  the  buying  price  had  to 
equal  the  wholesale  price  of  92-score  butter  on  the  New  York  market  as 
reported  by  the  Bureau  of  Agricultural  Economics,  plus  22  percent. 
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(2)     From  July  1  through  October  31  of  each  year  the  buying  price 
was  the  same  as  the  New  York  butter  quotation,  plus  25  percent. 

Both  of  these  prices  were  f.o.b.  the  distributors'    plants,  and 
applied  regardless  of  the  price  level  of  fluid  milk. 

History  of  Pricing  Provisions  for  Producer  Milk,  Twin  City 

Licenses,   1933-U3 

Original  agreement- license  (No.  5)»     The  original  Twin  City 
agreement- license  was  unique  in  the  sense  that  two  different  "packages" 
of  prices  were  included.     One  schedule  of  prices  was  known  as  the  "8-cent 
(retail)  milk  basis"  and  the  other  as  the  "9-cent  milk  basis."     Each 
"basis"  provided  for  its  own  producer  price  level,   and  included  an  elab- 
orate schedule  of  actual  wholesale  and  retail  prices  that  were  obligatory 
upon  all  distributors  in  the  market*     The  8-cent  milk  basis,  which  pro- 
vided for  a  minimum  price  to  producers  of  $l.i42  per  hundred  pounds  of 
3.5  percent  milk,  was  made  effective  vdth  the  promulgation  of  Agreement- 
License  No.  5  on  September  2,   1933*     This  price  was  2  cents  above  the 
$1.U0  level  established  by  and  operative  in  the  "free"  market  prior  to 
Federal  regulation. 

Opinion  in  the  market,  however,  was  that  butter  prices  soon  would 
strengthen  seasonally,  and  that  this,  in  turn,  would  permit  higher  fluid 
milk  prices.     The  administrative  procedure  required  a  public  hearing, 
the  taking  of  testimony,   the  filing  of  briefs,  and  time  for  decision- 
making by  USDA  officials  before  a  minimum  price  could  be  changed.     Twin 
City  dairy  interests  attempted  to  avoid  the  delays  inherent  in  this  pro- 
cedure, however,  by  asking  for  a  provision  in  the  agreement-license  that 
the  minimum  price  of  producer  milk  would  automatically  increase  to  $1.70 
a  hundredweight,  without  the  prior  approval  of  the  Secretary  of  Agricul- 
ture, whenever  the  wholesale  price  of  92-score  butter  in  New  York  aver- 
aged at  least  26  cents  a  pound  for  7  consecutive  days.     This   change  had 
to  be  approved  by  65  percent  of  the  producers  and  65  percent  of  the  dis- 
tributors (by  volume)  before  it  could  become  effective.     The  formula 
also  was  designed  to  work  in  the  opposite  direction  under  the  same  con- 
ditions vrtienever  the  afore-mentioned  butter  prices  averaged  less  than 
26  cents  a  pound  for  7  consecutive  days.     This  automatic  pricing  provi- 
sion never  became  operative,  however,  and  the  $i.U2  producer  price  re- 
mained the  official  minimum  price  until  dianged  by  an  amendment  to  the 
agreement-license  in  November  1933. 

Amendment  to  Agreement-License  No.   5»     One  month  after  the  agreement- 
license  became  effective,  TCMPA  representatives  met  with  distributors  of 
both  cities  to  consider  an  immediate  price  increase.     Their  proposal  was 
to  amexid  the  agreement- license  so  that  it  would  permit  an  automatic  price 
increase  to  the  "9-cent  milk  basis"  when  the  New  York  butter  market 
reached  2U  cents  instead  of  the  26-cent  level  originally  provided  for. 
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This  would  have  permitted  the  his/her  price  schedule  to  become  effective 
immediately  without  recourse  to  producer  and  distributor  approval, 
thereby  increasing  the  producer  price  by  2b  cents  to  $1.70  a  hundred- 
weight. 

A  public  hearing  was  held  November  9,  1933,  at  University  "^arm  in 
St,  Paul  to  consider  the  proposed  amendment.  The  producers'  position 
was  that: 

(1)  The  butter  market  had  not  taken  its  normal  seasonal  upswing 

in  the  fall,  and  the  provision  for  an  automatic  milk  price  increase  could 
not  reflect  the  higher  fluid  milk  price  that  was  normal  for  the  short- 
supply  fall  months. 

(2)  Producer,  as  well  as  retail,  prices  for  milk  in  the  Twin  City 
area  were  lower  than  those  for  any  other  city  market  of  siirdlar  size  in 
the  United  States. 

(3)  The  price  for  milk  for  fluid  uses  was  down  nearly  to  the  level 
of  returns  from  milk  used  for  manufactured  dairy  products. 

(U)  Production  costs  on  the  farm  and  in  the  milk  plants  had  in- 
creased, partly  because  of  higher  quality  standards  imposed  by  the  new 
milk  ordinance  and  partly  because  of  the  effects  of  the  National  Recovery 
AdmJ.nistration  program. 

« 

Minneapolis  and  St.  Paul  health  department  officials  testified  in 
favor  of  the  price  increase  because  of  the  additional  expenses  incurred 
by  farmers  in  meeting  the  new  health  requirements.  They  also  testified 
that  the  price  increase  was  justifiable  on  the  basis  that  milk  was  under- 
priced  in  relation  to  other  city  markets  and  its  food  value  when  conrpared 
with  other  foods. 

All  the  distributors  supported  the  price  increase;  they  had  two  good 
reasons  for  urging  its  adoption.  First,  retail  sales  prices  of  all  creajn 
would  have  been  increased  by  this  amendment  without  altering  the  dis- 
tributors' paying  price,  thereby  increasing  the  dealers'  margins.  In 
addition,  a  1-cent  increase  in  retail  and  wholesale  milk  prices  meant 
more  than  Uu  cents  additional  income  per  hundred  pounds  of  milk  as  against 
a  cost  increase  of  28  cents. 

The  proposed  amendment  subsequently  was  approved  by  x,he   Secretary 
of  Agriculture,  and  it  became  effective  on  November  29,  1933.  Accord- 
ingly, a  minimum  price  to  producers  of  $1.70  for  each  hundred  pounds  of 
3.5  percent  milk  was  established  for  the  market,  and  it  remained  at  that 
level  until  the  promulgation  of  License  No.  J 2  in  February  1931i. 

License  No.  32.  When  a  change  in  national  AA.A  policy  forced  the 
Twin  City  market  to  replace  the  original  agreement-license  No.  5  with  a 
Federal  license  (No.  32)  on  Februsry  16,  193U,  it  also  forced  the  TCMPA 
to  accept  an  immediate  10-cent  reduction  in  the  minimum  price  for  pro- 
ducer milk  to  $1.60  a  hundredweight. 
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First  Amendment,  License  No,  32.  As  early  as  June  193li  repre- 
sentatives of  producers  and  distributors  met  to  discuss  the  advisability 
of  amending  the  license  to  increase  the  minimum  price  to  producers  to 
$2  a  hundredweight.  The  TCMPA's  contracting  distributors  opposed  the 
price  increase,  and  no  formal  action  was  taken.  As  summer  progressed, 
hovrever,  drought  conditions  caused  a  decline  in  the  production  of  milk, 
prospective  feed  supplies  were  short,  and  the  butter  market  began  to 
advance  in  price.  These  factors  prompted  the  TCMPA,  on  August  9,  193U, 
to  petition  the  Secretary  of  Agriculture  for  a  price  increase  to  $2. 

The  Secretary  of  Agriculture  could  promulgate  changes  in  the  licenses 
if  the  proposed  amendments  concerned  issues  discussed  at  previous  public 
hearings.  Since  the  issue  of  minimum  prices  to  producers  had  been  dis- 
cussed and  since  the  price  amendment  involved  no  otner  substantive  changes 
in  the  license,  it  was  considered  by  the  Department  of  Agriculture  with- 
out recourse  to  a  public  hearing.  Written  testimony  was  that  the  dis- 
tributors had  no  serious  objections  to  the  price  increase,  particularly 
because  their  minimum  resale  prices  likewise  would  increase.  The  increase 
subsequently  was  approved  by  the  Secretary  of  Agriculture  on  August  l6, 
and  became  effective  August  17,  193ii. 

Secx>nd  Amendment,  License  No.  32.  The  $2  price  had  been  in  effect 
about  1  month  when  the  distributors  petitioned  the  USDA  to  reduce  the 
producers*  minimum  price  to  $1.70,  Their  testimony  indicated  that 
market-wide  fluid  milk  sales  had  decreased  greatly,  principally  because 
fluid  milk  prices  had  been  increased  out  of  proportion  with  the  price  of 
evaporated  milk.  Individual  distributors  claimed  volume  losses  as  high 
as  Lil  percent.  At  the  same  time,  late  siimmer  and  early  fall  rains  re- 
stored crop  conditions  and  improved  feed  supplies  enough  to  increase 
milk  production  beyond  normal  expectations.  The  butter  market  began  to 
weaken,  in  turn,  and  the  $2  price  of  fluid  milk  encouraged  creameries 
contiguous  to  the  Twin  Cities  to  seek  a  share  of  that  market.  As  a 
result  of  these  factors,  the  TCMPA  supported  the  dealers'  demands  to 
lower  the  minimum  price  on  producer  miUc  to  $1,70. 

The  new  amendment  had  been  signed,  but  had  not  yet  gone  into  effect, 
when  TCMPA's  contracting  distributors  threatened  to  ignore  the  license 
and  pay  a  still  lov/er  price.  Although  they  had  proposed  the  amended 
price  of  $1,70,  the  dealers  felt  ttiat  the  continued  decline  of  cream 
prices  necessitated  another  downwatd  adjustment  in  fluid  milk  prices. 
They  also  requested  the  association  to  assume  part  of  the  expense  of 
distributing  milk  to  persons  on   relief, ^and  to  consider  the  advisability 
of  canceling  the  license  because  it  was'' not  being  enforced  adeq\iately. 
The  TCMPA  agreed  to  sell  part  of  the  relief  milk  at  prices  that  would 
be  equivalent  to  returns  for  milk  used  in  manufactured  dairy  products, 
but  they  supported  a  continuance  of  the  license  in  the  belief  that  it 
had  real  merit  for  stabilizing  local  marketing  conditions.  The  license 
remained  in  effect,  and  the  new  minimum  price  of  $1,70  a  hundredweight 
was  promulgated  on  October  25,  193Uo 
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Third  Amendment,  License  No.  32.  Butter  prices  increased  2  cents 
a  pound  within  a  month  and  a  half  after  the  $1.70  minimum  became  effec- 
tive. Milk  production  costs  likewise  had  increased  during  the  winter, 
and  local  market  interests  felt  these  factors  had  eased  the  competitive 
situation  enough  to  justify  an  increase  in  fluid  prices.  After  con- 
siderable negotiation  with  its  distributors,  the  TCMPA  agreed  to  a  price 
of  $1.95  a  hundredweight,  provided  it  made  no  further  contributions  to 
charity  milk.  The  Secretary  of  Agriculture  approved  the  new  minimum 
price  of  $1.95^  by  an  amendment  issued  on  December  21,  193U>  which  be- 
came effective  Decei±»er  23,  19 3U. 

Fourth  Amendment,  License  No.  32.  Ten  days  after  the  amendment  of 
December  23,  193U,  became  effective,  TCMPA  telegraphed  the  USDA  requesting 
an  increase  in  the  butterfat  differential  from  3  to  U  cents  for  each  one- 
tenth  of  1  percent  variation  above  or  below  3*5  percent.  Creameries  and 
other  milk-buying  plants  in  the  area  contiguous  to  the  Twin  Cities  had 
increased  their  paying   price  for  butterfat  in  response  to  higher  butter 
prices.  No  adjustment  had  ever  been  made  in  the  butterfat  differential 
specified  by  the  Federal  licenses,  with  the  result  that  farraers  were  re- 
ceiving a  higher  price  for  butterfat  used  for  churning  or  for  sweet  cream 
than  they  were  for  the  butterfat  contained  in  milk  used  for  fluid  pur- 
poses. An  amendment  to  increase  the  differential  by  1  cent  was  prepared 
for  the  approval  of  the  Secretary  of  Agriculture,  who  in  turn  signed  the 
measure  and  made  it  effective  as  of  January  9,  1935. 

Fifth  Amendment,  License  No.  32.  Butter  prices  began  their  seasonal 
decline  with  the  advent  of  the  spring  flush  in  milk  production,  and  once 
again  the  relatively  higher  priced  Twin  City  fluid  milk  market  began  to 
attract  milk  ordinarily  shipped  to  manufacturing  plants.  In  the  interest 
of  maintaining  market  stability,  the  TCMPA  asked  for  an  amendment  to  the 
license  which  would  reduce  the  minimum  producers'  price  to  $1.75.  The 
distributors  wanted  a  still  lower  price,  and  agreed  to  the  level  only 
after  considerable  negotiation.  The  USDA  prepared  the  amendment,  and 
the  Acting  Secretary  of  Agriculture  approved  it  on  June  ii,  1935>  to  be- 
come effective  the  following  day. 

"Inactive"  Phase,  License  No.  32.  Even  though  the  Federal  milk- 
licensing  program  was  replaced  on  a  national  scale  by  a  program  of 
issuing  "orders"  to  regulate  interstate  milk  markets.  License  No.  32 
played  a  partially  effective  role  in  the  pricing  of  fluid  milk  and  cream 
to  distributors  from  August  26,  1935>  until  the  advent  of  the  OPA  price 
ceilings  on  producer  milk  on  February  13,  19ii3.  The  actual  price  of  3.5 
percent  milk  to  contracting  distributors  was  determined  for  this  period 
by  negotiation  between  the  distributors  and  the  TCMPA.  The  negotiated 
price  could  not  be  incorporated  into  the  license.  Once  the  price  was 
agreed  upon,  however,  it  became  the  basis  for  setting  the  minimum  price 
which  distributors  had  to  pay  producers  for  fluid  milk.  This  was  the 
result  of  certain  provisions  in  License  No.  32,  which  provided  that: 

(1)  Class  A  and  B  distributors  pay  the  negotiated  price  for  their 
fluid  milk  requirements. 
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(2)  Class  C  distributors  (those  buying  outside  t-he  TCMPA)  pay 
the  negotiated  price,  less  an  allowance  for  the  processing  and  manu- 
facturing of  any  milk  purchased  but  not  sold  as  fluid.  Under  no  cir- 
constances  could  these  allowances  lower  the  price  to  their  prxxiucers 
below  TCMPA 's  blended  price  to  its  producer-members, 

(3)  All  distributors  pay  for  cream  the  minimum  price  to  producers 
which  was  determined  by  the  formula  established  in  the  license. 

The  only  significant  limitation  imposed  by  the  "inactive"  license 
was  that  the  distributors'  paying  price  for  fluid  millc,  as  determined  by 
negotiation,  could  not  fall  beloi/  $1,75  without  automatically  forcing 
final  cancellation  of  the  license  and  removing  the  legal  basis  for  reten- 
tion of  a  Federal  representative  to  supervise  the  market. 

The  dealers'  paying  price  for  milk  changed  37  times  between 
August  26,  1935,  and  February  13,  19u3  (the  effective  date  of  OPA  price 
ceilings  on  producer  milk).  Each  change  in  price  during  the  first  2  years 
was  negotiated  separately,  Beginniiog  May  1,  1937,  prices  were  set  by 
formulas  negotiated  by  TCMPA  and  its  contracting  distributors.  The  formu- 
las introduced  an  element  of  autoroatic  flexibility  to  the  pricing  mech- 
anism, and  were  based  on  the  levels  of,  and  the  fluctuations  in,  butter 
price  quotations  for  the  Kew  York  market.  The  price  schedule  in  force 
from  May  1,  1937,  to  March  1938,  serves  as  an  excellent  illustration  of 
the  formula;  it  was  as  follox^sj 

(1)  Determine  the  averape  price  of  butter  for  the  month  by  using 
the  quotation  for  Wew  York  Extras. 

(2)  Determine  the  dealers'  pa,7ing  price  for  3.5  percent  milk  in 
tie  Twin  City  market  for  that  month  by  reference  to  the  following  tabu- 
lation: 

New  York  Extras,         Distributors'  paying  price, 
average  price  per  pound   3»5  percent  milk,  per  hundredweight 
Cents  Dollars 

31  or  less 2,00 

32 2,05 

33 2.10 

3h 2.15 

35  or  more 2,20 

Although  later  price  schedules  differed  in  the  specific  distribu- 
tors' price  that  corresponded  to  a  given  level  of  butter  prices  (the 
schedule  effected  in  March  1933,  for  example,  specified  a  paying  price 
of  $2  per  hundredweight  whenever  butter  prices  averaged  33  cents  per 
pound),  they  all  were  based  on  the  relationship  that  a  1-cent  change 
per  pound  in  butter  prices  equaled  a  change  of  5  cents  per  100  pounds 
of  milk. 


-  58  - 


The  Pricing  and  Distribution  of  Fluid  Milk  and  Cream  at  Retail 

and  VJholesaie 

Although  the  Federal  milk  agreement-license  program  provided  machin- 
ery for  establishing  a  minimum  price  to  producers,   the  TCMPA  and  the  dis- 
tributors it  supplied   favored  the  program  more  because  of  its  power  to 
fix  specific  wholesale  and  retail  prices  for  fluid  milk  and  cream  and 
its  power  to  outlaw  the  "unfair"   competitive  practices  used  by  small  and 
outljdng  suppliers  in  their  intermittent  attempts  to  obtain  a  share  of 
the  fluid  milk  market.     The  TCMPA  officials  felt  that  nearly  all  of  the 
distributors  would  pay  producers  the  minimum  prices  specified  in  the 
license  if  they,  in  turn,  were  protected  from  the  resale  price-cutting 
activities  of  a  small  group  of  dealers  who  maintained  their  market  posi- 
tion by  purchasing  milk  from  producers  at  prices  below  those  paid  by  the 
large,    established  distributors,  ,    . 

Original  Agreement-License  No,   5«     The  "package"  of  prices  that  was 
part  of  the  original  Twin  City  agreement-license  provided  for  a  wholesale 
and  retail  price  schedule  based  on  a  retail  price  for  3«5  percent  milk  of 
3  cents  a  quart  and  6  cents  a  pint.     The  exact  price  of  the  schedule  had 
to  be  charged  by  all  distributors  for  all  types  of  pasteurized  milk  and 
cream.     All  sales  of  bottled  products  had  to  be  in  specified  sizes,  and 
then  only  within  the  narrow  butt  erf  at  percentages  allov;ed  in  the  license. 
The  latter  provision  was  designed  to  forestall  such  "nonprice"   competition 
as  increasing  the  butterfat   content  of  a   fluid  product  while  charging  the 
per-quart  price  specified  in  the  license.     It  was  considered  legal  to  in- 
crease the  sales  price  by  the  amount  of  any  legally  imposed  State  sales 
or  occuToational  tax,  provided  all  distributors  added  the  exact  amount  of 
the  levy, 

^OT  the  most  part,    the  prices  listed  under  the  "8-cent  milk  basis" 
were  the  prices  that  prevailed  in  the  market  just  prior  to  the  time  the 
agreement-license  became  operative,   although  the  fluid  products  were  not 
as  xmiformiy  standardized  for  butterfat  content  as  was  required  by  the 
regulation. 

It  is  also  Important  to  note  that  distributors'    margins  were  fixed 
on  all  milk  sales,  but  the  pricj.ng  formula   for  producer  cream  allowed 
dealers'   margins  to  fluctuate  inversely  with  changes   in  the  price  of 
butter.     This  situation  arose  from  the   fact   that  the  distributors'   paying 
price  and  selling  prices  for  fluid  milk  were  set  at  a  fixed  amount  by  the 
terms  of  the  license.     The  selling  prices   for  fluid   cream  were  also  fixed 
at  a  specific  level,  but  the  paying  price  varied  in  accordance  with  changes 
in  the  price  of  butter.     Under  these  circumstances,    the  size  of  the  dealers' 
margins  increased  v^ienever  the  price  of  butter  decreased  (and  thereby 
lowered  the  dealers'  paying  price), 

A   considerable  part  of  the  testimony  at  the  first  public  hearing 
was  devoted   to  the   question  of  whether  to  provide  for  a  differential 
between  the  delivered  price   for  milk  and  the  store  price  for  it,  but  all 
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three  narket  factors — producers,  distributors,  and  labor  unions — were 
united  in  their  stand.  The  distributors'  representative  testified  that 
the  maximum  amount  of  milk  is  sold  when  delivery  trucks  and  stores  use  . 
the  same  price;  the  Minneapolis  Retail  Grocers  Association  introduced 
testimony  favoring  a  single  price  for  milk  whether  delivered  or  sold  in 
stores J  producer  interests  held  that  lower  store  prices  would  not  in- 
crease sales;  and  the  labor  union  representative  testified  that  regu- 
lar deliveries,  with  the  driver  contacting  the  consumer,  increased 
greatly  the  volume  of  milk  sold.  It  was  pointed  out  that  St.  Paul 
dairies  used  the  same  price  for  delivered  milk  as  for  store  milk  and 
that  abuses  in  milk  pricing  were  negligible  there,  whereas  in  Minneapolis 
the  market  became  demoralized  when  stores  sold  milk,  as  a  loss  leader,  at 
prices  which  were  below  those  for  home-delivered  milk. 

When  the  agreement-license  was  put  into  effect,  stores  were  re- 
quired to  charge  the  same  price  as  delivery  wagons  for  all  fluid  milk, 
cream,  and  milk  products.  However,  "cash-and-carry"  dealers  who  desired 
a  reduction  in  their  legal  selling  price  were  permitted  to  petition  the 
Secretary  of  Agriculture  for  a  hearing.  After  the  hearing,  the  Secretary 
could  reduce  the  retail  price  for  such  stores.  Provided; 

(1)  That  the  milk  was  from  properly  inspected  sources, 

(2)  That  the  producers  were  paid  the  minimum  prices  set  forth  in 
the  agreement-license, 

(3)  That  the  amount  of  the  price  reduction  was  no  greater  than  the 
savings  that  might  result  from  distributing  milk  on  a  "cash-and-carry" 
basis  rather  than  through  any  other  method, 

(h)     That  all  other  terms  and  conditions  of  the  agreement-license 
had  been  met  by  such  petitioning  distributors. 

In  spite  of  this  provision,  however,  no  retailers  ever  made  an 
effort  to  amend  the  retail  pricing  schedules  set  forth  in  the  agreement- 
license. 

From  the  standpoint  of  the  local  market  interests,  an  iirqjortant 
part  of  the  agreement-license  was  the  section  devoted  to  the  definition 
of  fair-trade  standards  and  to  the  outlawing  of  certain  competitive  prac- 
tices considered  unethical  or  disturbing  to  market  equilibrium.  During 
the  public  hearing,  the  labor  union  voiced  concern  over  the  conditions 
under  which  peddlers  would  be  allowed  to  operate.  Producer  and  distrib- 
utor representatives  pointed  out  that  delivery  licenses  would  be  issued 
in  the  name  of  the  pasteurizing  plants  that  supplied  the  peddlers,  and 
that  it  would  be  the  obligation  of  the  plants  to  discontinue  service  to 
any  peddler  who  violated  any  of  the  provisions  of  the  agreement.  All 
types  of  distributors  were  to  be  covered  by  the  agreement  except  stores; 
there  again,  however,  the  plant  supplying  the  store  was  to  be  held  re- 
sponsible for  enforcing  compliance  by  threatening  withdrawals  of  supply. 


-  60  - 

The  iinfair  practices  covered  by  the  agreement  were  set  forth  in 
great  detail,  and  were  grouped  iinder  five  major  headings:   (1)  Dis- 
counts and  rebates;  (2)  products  and  packages;  (3)  destructive  competi- 
tive methods;  (k)    credit;  and  (5)  personnel.  Under  provisions  of  the 
license,  however,  an  unfair  competitive  practice  was  "any  method  or 
device  whereby  fluid  irdlk  is  sold  or  offered  for  sale  at  a  price  less 
tl:ian  stated  in  the  license,  whether  by  any  discount,  rebate,  free  serv- 
ice, m.erchandise,  advertising  allov/ance,  credit  for  fluid  milk  returned, 
loans  or  credit  outside  the  usual  course  of  business,  or  other  valuable 
consideration,  or  combined  price  for  such  milk,  together  with  another 
commodity  sold  or  offered  for  sale  (whether  separately  or  otherwise), 
or  whereby  a  subsidy  is  given  for  either  business  or  information  or  assist- 
ance in  prociiring  business.  (13) 

These  detailed  definitions  of  imfair  competitive  practices  were  in- 
corporated into  the  agreement-license  when  it  was  promulgated;  the  li- 
cense also  placed  the  reponsibility  for  policing  the  pricing  practices 
of  stores  and  peddlers  squarely  upon  the  distributors,  because  of  their 
power  to  withhold  fluid  milk  supplies  from  nonconformists.  The  exhaus- 
tive lists  of  illegal  practices  contained  in  the  agreement  (and  simpli- 
fied in  the  license)  were  designed  to  cover  the  competitive  methods  known 
in  the  Twin  City  market.  It  is  apparent  that  these  restrictions  lim:lted 
the  methods  by  which  distributors  could  legally  attempt  to  expand  their 
volume  of  sales. 

First  Amendment,  Agreement -Li cense  No,  5»  Although  the  public 
hearing  held  in  St,  Paul,  Minn.,  on  November  9,  1933,  was  requested  by 
the  TCMPA  to  institute  a  price  increase  for  fluid  milk  and  cream,  two 
amendments  were  submitted  for  the  purpose  of  increasing  the  operating 
margins  allowed  peddlers.  The  11  pasteurizing  plants  that  relied  on 
the  peddlers  to  perform  a  part  of  their  distribution  proposed  a  ^-cent 
reduction  in  the  license  (cost)  price  for  "peddler  and/ or  inter-dealer 
sales,"  It  had  been  the  custom  to  pay  their  peddlers  an  extra  ^-cent 
rebate  at  the  end  of  each  month,  but  the  fair  practices  code  in  the 
agreement-license  prevented  such  payments.  The  proposed  ^-cent  change 
would  restore  to  peddlers  the  margin  on  which  they  operated  prior  to  the 
promulgation  of  the  Twin  City  agreement-license.  The  peddlers'  organi- 
zation, known  as  the  Independent  Dairy  Dealers  Association  of  Mnneapolis, 
proposed  an  increase  twice  that  size. 

On  the  other  hand,  the  Milk  Drivers  and  Dairy  Employees  Union, 
Local  kllf   of  Minneapolis,  filed  a  brief  vigorously  opposing  any  added 
margins  for  peddlers.  They  likewise  expressed  opposition  to  any  plan 
that  might  establish  a  differential  between  the  retail  price  of  milk  and 
cream  frc»a  stores  or  from  the  delivery  wagon. 

The  amendment,  as  effectuated,  did  not  provide  the  wider  operating 
margin  requested  for  peddlers.  A  special  milk  for  hospitals,  which  con- 
tained 12  percent  butterfat,  was  included  in  the  list  of  fluid  products 
governed  by  the  resale  price  section.  The  amendm^ent  also  replaced  the 
detailed  schedule  of  fair  competitive  practices  in  the  original  agreement 
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with  a  sinplified  code  that  was  designed  to  accomplish  the  same  purpose. 
The  agreement  and  license  now  contained  identical  provisions  for  out- 
lawing the  so-cslled  "unfair"  practices  often  employed  by  distributors 
in  their  atteirpts  to  supply  a  part  of  the  fluid  milk  market. 

License  No»  32.  As  a  consequence  of  the  broad  changes  in  Federal 
policy  announced  in  January  ly3U,  the  fixing  of  specific  wholesale  and 
retail  selling  prices  for  fluid  milk  and  cream  was  discontinued.  The  new 
Twin  City  license  (no.  32)  contained  a  simplified  schedule  of  minimum  re- 
sale prices  below  whJ.ch  no  distributor  in  the  market  could  sell  the  spec- 
ified types  of  milk  or  cream.  Most  Federal  milk  licenses  issued  after 
January  193ii  contained  no  provisions  of  any  kind  concerning  resale  prices. 
Minimum  resale  price  schedules  were  established  for  the  Twin  City  area, 
however,  as  a  protection  against  the  relatively  large  number  of  producer- 
distributors  then  active  in  the  local  market. 

The  license  prescribed  a  minimum  retail  price  of  7  cents  a  quart 
for  milk  containing  3»9  percent  butterfat  or  less.  At  the  time  the  issue 
was  under  discussion  in  the  USDA,  the  Consumers'  Counsel  Division  of  AAA 
approved  a  retail  price  level  of  7  cents  for  milk.  This  agency  concluded, 
however,  that  the  dealers'  margins  for  wholesale  milk  and  for  all  cream 
sales  were  too  high  to  be  in  the  public  interest,  and  specifically  recom- 
mended that  mj.nimum  prices  on  cream  be  lowered.  These  recommendations 
were  not  carried  out  in  the  final  promulgation  of  the  license. 

The  new  AAA  policy  of  not  fixing  wholesale  and  retail  prices  was 
the  result  of  such  factors  as  the  inability  to  adininister  and  enforce 
the  regulation,  a  lack  of  information  on  what  constituted  a  proper  oper- 
ating m^argin,  and  a  conviction  that  distributors  possessed  enough  inde- 
pendent power  to  "protect  their  market  position"  without  govenimental 
assistance.  The  policy  also  was  changed  in  the  hope  that  resale  prices 
would  be  reduced  through  the  impetus  of  increased  competition  between 
the  various  di.stributors.  The  license,  then,  would  serve  to  insure  that 
producer  prices  would  be  maintained  during  such  periods  of  adjustment, 

Distributors  in  the  Twin  Cities,  however,  were  satisfied  for  the 
most  part,  with  the  resale  pricing  provision  and  were  interested  in 
maintaining  the  status  quo.  One  of  their  first  actions  was  the  forma- 
tion of  a  trade  association  to  accomplish  the  results  made  possible  under 
Federal  Milk  Agreement-License  No.  5.  Although  the  new  Federal  liceaise 
stipulated  a  mirdLmum  retail  price  of  7  cents  a  quart  for  milk,  the  dis- 
tributors adopted  a  plan  advanced  by  a  comrlttee  of  market  interests  to 
abide  by  a  code  of  fair  practices  and  maintain  the  9- cent  a  quart  resale 
price  level  (with  few  exceptions)  originally  set  up  under  agreement- 
license  No.  5. 

A  fall- time  secretary  was  anployed  to  police  the  distributors' 
agreement  and  to  enforce  the  fair  practices  code.  This  representative 
of  the  dealers  worked  closely  with  the  agent  of  the  Secretary  of  Agri- 
culture assigned  to  the  Twin  City  market  to  supervise  the  administration 
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of  the  milk  license.  As  an  attempt  to  forestall  stores  from  selling 
milk  at  prices  lower  than  wagon  (delivered)  milk,  the  committee  of  mar- 
ket interests  gave  wide  dissemination  to  the  agreed-upon  price  schedule. 
It  was  also  published  in  local  daily  papers  as  a  public  notice  under  a 
heading  entitled  "Milk  Regulations,  Agricultural  Adjustment  Administra- 
tion." The  implication  of  this  notice  was  that  the  published  prices 
were  the  legal  prices  required  by  Federal  License  No,  32.  The  with- 
holding of  milk  supplies  by  pasteurizing  plants  and  picketing,  largely 
by  union  milk  wagon  drivers,  were  employed  as  additional  measures  to 
keep  the  price  of  store  milk  in  line  with  the  price  for  wagon-delivered 
milk. 

During  this  period  when  License  No,  32  was  the  active  vehicle  for 
determination  of  milk  prices  in  the  Twin  City  market,  a  change  in  the 
minimum  price  to  producers  was  accompanied  by  a  change  in  the  minimum 
price  to  consumers.  For  example,  the  reduction  in  producers'  price  to 
$1.6o  a  hundredweight  was  put  into  effect  immediately  with  the  promulga- 
tion of  the  new  License  No,  32  on  the  basis  that  the  retail  price  of  a 
quart  of  milk  would  be  7  cents.  The  Twin  City  distributors,  because  of 
the  actions  outlined  above,  were  able  to  maintain  a  9-cent-a-quart  retail 
price  structure  during  the  entire  period  of  $1,60  producer  milk.  Table  3 
shows  that  distributors  were  able  to  maintain  a  retail  price  structure 
that  remained  from  2  to  3  cents  a  quart  above  the  minimum  retail  level 
prescribed  by  the  license. 

Table  3« — Comparative  differences  between  minimum  prices  prescribed  in 
License  No,  32,  as  amended,  and  prevailing  actual  prices  per 
quart  of  3 .9  percent  or  less  butter fat,  by  effective  dates 
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1st  amendment,  August  17,  193^^  • 
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5th  amendment,  June  5,  1935  ,  ,  , 


Cents 

Cents 

Cents 

7 

9 

2 

8 

10 

2 

7 

9 

2 

8 

11 

3 
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1/  Fourth  amendment  changed  only  the  butterfat  differential. 
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By  1935  the  USDA  had  decided  to  abolish  the  mniitium  resale  price 
schedules  in  the  few  markets  for  which  they  were  established,  and  this 
feature  of  the  regulatory  program  was  dropped  from  the  Twin  City  license 
when  the  pricing  amendment  was  made  effective  on  June  5,  1935.  The  local 
fluid  milk  interests  accepted  the  abolition  of  the  minimum  resale  price 
regulation  without  objection,  principally  because  actual  resale  prices 
had  remained  consistently  above  the  established  miniraaim  levels. 


Miscellaneous  Provisions 

In  addition  to  the  regulatory  powers  over  the  pricing  and  distribu- 
tion of  fluid  milk  and  cream  just  discussed,  the  Federal  milk  licensing 
program  contained  provisions  governing  certain  other  aspects  of  the  fluid 
milk  market.  These  provisions  added  completeness  to  the  regulatory  pro- 
gram, and  are  discussed  briefly  below. 

Dairy  Council.  The  Dairy  Council  unit  in  the  Twin  Cities  had  al- 
ways carried  out  extensive  advertising  and  educational  campaigns  designed 
to  increase  the  consumption  of  milk.  Both  Agreement-License  No,  ^  and 
License  No,  32  provided  that  producers  and  distributors  alike  should 
contribute  to  its  support  at  the  rate  of  ^  cent  for  each  100  pounds  of 
fluid  milk  produced  and  sold  in  the  Twin  City  market*  The  distributors 
withheld  the  farmers'  share  and  sent  it,  together  with  their  own  contribu- 
tion, as  a  single  monthly  payment  to  the  Dairy  Council  for  use  in  its 
efforts  to  increase  the  consumption  of  milk  and  dairy  products.  The 
TCMPA  had  long  been  a  contributor  to  the  Dairy  Council^  the  licenses' 
provisions  insured  that  all  producers,  members  and  nonraembers  alike, 
would  contribute  equally  to  its  support.  Other  provisions  stipulated 
that  the  funds,  books,  and  records  of  the  Council  were  subject  to  examina- 
tion by  the  Secretary  of  Agriculture  or  his  authorized  representative* 

Milk  Quality.  The  original  Agreement-License  No,  5  provided  that 
all  milk  purchased  by  dealers  for  distribution  as  fluid  milk  within  the 
Twin  City  sales  area  had  to  be  in  conformance  with  the  production,  proc- 
essing, and  distributing  standards  of  either  the  Minneapolis  or  St,  Paul 
health  ordinances,  except  in  those  areas  within  the  sales  area  where  a 
contiguous  municipality  had  a  fuUy  effective  health  ordinance.  This 
provision  was  deleted  when  License  No,  32  replaced  Agreement-License 
No,  5  as  the  regulatory  vehicle  on  February  16,  193^4 «► 

Membership  in  the  Twin  City  Milk  Producers  Association,  As  pre- 
viously pointed  out,  the  Twin  City  agreement-license  was  unique  among 
the  early  Federal  licenses  in  that  no  geographical  limits  were  placed 
upon  the  production  area  which  could  supply  the  fluid  milk  market.  Yet, 
the  TCMPA  had  contracts  with  distributors  regularly  supplying  about  85 
percent  of  the  market's  fluid  requirements,  and  the  opportunity  for  new 
producers  to  enter  the  fluid  milk  market  could  be  restricted  effectively 
by  an  association  policy  not  to  extend  membership  to  new  applicants. 
Because  of  this  possibility,  the  association's  policy  with  respect  to 
new  members  was  expressed  as  a  part  of  the  agreement  (but  not  the  license) 
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by  providing  that  "all  producers  of  fluid  niilk  not  members  of  the  TCMPA 
who  are  selling  milk  in  the  Twin  City  sales  area,  and  the  marketing  of 
whose  milk  is  not  prohibited  by  the  health  laws  and  ordinances  appli- 
cable to  the  marketing  of  milk  in  said  sales  area,  shall  be  permitted 
to  become  members  of  the  TCMPA  on  an  equal  basis  with  existing  members 
similarly  situated,"  The  protective  clause  meant  little  to  outside  pro- 
ducers, who  might  want  to  ship  to  the  fluid  market,  as  a  practical  matter, 
because  of  the  limitation  that  it  applied  only  to  those  producers  "who 
are  selling  milk  in  the  Twin  City  sales  area," 

Accounting  Records.  The  original  marketing  agreanent  required  all 
contracting  distributors  and  producers  to  maintain  such  accounting  systems 
as  would  provide  a  "true  account  and  condition  of  their  respective  busi- 
nesses," but  the  two  licenses  limited  this  requirement  by  applying  it 
only  to  distributors.  These  records  were  to  be  made  available  to  the 
Secretary  of  Agriculture  or  his  representative  to  assist  him  in  carrying 
out  the  purppses  of  the  licenses.  In  order  to  protect  dealers,  however, 
the  license  required  that  information  so  obtained  could  be  used  only  if 
combined  and  published  in  such  a  way  that  details  concerning  the  opera- 
tions of  individual  businesses  were  not  disclosed.  The  milk  market 
administrator  was  authorized  to  verify  the  data  contained  in  the  reports 
submitted  to  him  by  dealers  in  the  course  of  his  administration  of  the 
licenses;  that  was  the  way  of  insuring  that  farmers  received  the  correct 
prices  for  their  milk.  This  was  a  particularly  important  authorization 
in  markets  where  farmers  were  paid  on  a  multiple  class  basis  (that  is, 
one  price  for  fluid  milk,  another  for  milk  used  for  cream,  etc.).  The 
clause  meant  little  to  the  Tw"in  City  market  during  the  license  era,  how- 
ever, because  the  market  had  but  one  price  for  milk  whether  used  for 
fluid  or  manufacturing  purposes— making  it  unnecessary  for  the  Federal 
representative  to  audit  milk  distributors'  accounting  records. 

Enforcement  and  Administration  Provisions «  Agreement-License  No,  5, 
The  agreement-license  established  no  clear  method  of  control  or  enforce- 
ment o  This  probably  reflected  the  uncertainty  that  prevailed  generally 
in  regard  to  the  legality  of  certain  provisions,  particularly  the  li- 
censing procedure.  Under  these  circumstances,  the  success  of  the 
agreement-license  depended  on  a  large  measure  of  self  control  in  the 
market.  While  the  license  part  of  the  first  milk  regulatory  program 
contained  no  specific  provisions  for  an  enforcement  agent  or  agency  other 
than  the  Secretary  of  Agriculture  in  his  general  role,  the  agreement  be- 
tween the  contracting  distributors  and  producers  prescribed  that  those 
parties  should  "establish  such  agency  or  agencies  as  are  necessary  to 
(a)  receive  complaints  as  to  violations  by  any  contracting  producer  or 
contracting  distributor  ,  .  ,,  (p)   adjust  disputes  arisiag  under  this 
agreement  between  contracting  producers  and/or  contracting  distributors, 
"(c)  make  findings  of  fact  which  may  be  published,  (d)  issue  warnings  to 
such  persons,  and  (e)  take  such  lawful  measures  as  may  be  appropriate," 
They  were  further  authorized  to  report  their  findings  and  actions  to 
the  Secretary  of  Agriculture  for  proceedings  appropriate  under  the 
enabling  act.  The  Field  Investigation  Section  of  the  Agricultural 
Adjustment  Administration,  operating  through  a  regional  office  in 
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Minneapolis,  served  the  agreement- license  through  its  power  to  investi- 
gate activities  relating  to  the  entire  AAA  program. 

The  parties  to  the  original  TVin  City  marketing  agreement  used  the 
above  authority  to  appoint  a  "TVin  Cities  Control  Committee"  for  the  pur- 
pose of  administering  the  powers  set  forth  in  the  Federal  regulation. 
The  control  committee  consisted  of  nine  men  from  the  Twin  City  market; 
three  represented  Minneapolis  milk  distributors,  three  represented 
St,  Paul  milk  distributors,  and  tnree  were  representatives  from  tne 
TCMPA,  The  committee  was  never  called  upon  to  perform  any  official 
duties,  principally  because  (1)  the  original  agreement- license  contained 
detailed  provisions  governing  nearly  all  aspects  of  the  fluid  milk  mar- 
ket, and  (2)  it  remained  in  effect  for  the  short  period  of  only  52  months. 

License  No,  32.  A  new  era  of  administration  of  enforcement  was 
introduced  into  the  Federal  milk  license  program  after  February  16,  193U. 
Instead  of  granting  local  committees  the  power  to  administer  the  maiScets, 
the  Secretary  of  Agriculture  retained  the  local  committees  for  advisory 
work  and  appointed  a  Federal  representative  to  administer  the  licenses 
and  act  as  his  agent.  Such  representatives'  salaries  were  to  be  paid  by 
deductions  from  returns  to  producers. 

Although  the  new  Twin  City  license  did  not  provide  for  the  appoint- 
ment of  a  milk  market  administrator  because  of  the  unique  character  of 
the  regulation,  his  duties,  in  effect,  were  performed  by  the  adminis- 
trative officer  in  charge  of  the  Field  Investigation  Section  of  the 
Agricultural  Adjustment  Administration,  Under  this  arrangement,  the 
expenses  for  administration  and  enforcement  of  the  license  were  borne  by 
congressional  appropriations  to  the  AAA  rather  than  by  assessments  against 
producers  or  distributors  in  the  market.  In  addition,  the  Twin  City 
Control  Committee,  established  under  Agreement-License  No.  5>  was  re- 
tained to  serve  as  the  advisory  "Milk  Industry  Board"  authorized  by  the 
new  regulation. 

Termination  of  the  Agreements  and  Licenses,  The  agreement  portion 
of  the  original  milk  regulatory  program  in  the  Twin  Cities,  (as  drawn  up 
by  the  major  market  interests  and  approved  by  the  Secretary  of  Agriculture) 
could  be  terminated  by  two  methods:   (1)  Whenever  the  President  or  Congress 
terminated  the  provisions  of  the  AAA  which  authorized  its  establishment; 
(2)  whenever  the  Secretary  of  Agriculture,  for  good  cause  shown,  termi- 
nated the  agreement  as  it  applied  to  the  market  as  a  whole.  The  Secretary 
of  Agriculture  was  empowered  to  tenninate  the  licenses  whenever  he  deter- 
mined that  their  operation  did  not  accomplish  the  purposes  set  out  for 
them  by  Congress  in  the  enabling  act.  He  was  further  empowered  to  sus- 
pend or  revoke  a  license  as  it  applied  to  any  individual  distributor  for 
violation  of  its  terms  or  conditions. 

The  Twin  City  agreement  also  contained  the  proviso  that  the  Secre- 
tary of  Agriculture  had  to  terminate  the  agreement  whenever  75  percent 
of  the  contracting  producers  or  of  the  contracting  distributors  (by 
volume)  requested  him  to  do  so.  The  inclusion  of  this  feature  gave  the 
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TCMPA  a  veto  power  over  the  entire  agreement,    since  the  cooperative's 
membership  alone  represented  100  percent  of  the  contracting  producers. 
In  fact,   the  association's  membership  comprised  more  than  75  percent  of 
the  producers  supplying  the  Twin  City  market,  whether  parties  to  the 
agreement  or  not.     The  section  that  provided  for  termination  of  the  agree- 
ment did  not  appear  in  Licenses  No,   5  and  No,   32,  but,   in  actual  practice, 
the  Secretary  of  Agriculture  terminated  the  license  for  any  market  in 
which  a  majority  of  the  producers  did  not   favor  its  continuance,     V 

,  Operating  Experience  under  Agreement-License  No,  5  and 

License  No,   32 

The  Minneapolis-3t,  Paul  market  had  the  distinctipn  of  being 
"regulated"  for  a  longer  time  by  the  Federal  milk  license  program  than 
any  other  fluid  milk  market  in  the  United  States,  The  original  regula- 
tory program  (Agreement-License  No.  5)  was  accepted  without  dispute  and, 
in  contrast  with  the  experience  in  most  other  markets,  operated  with  a 
relatively  high  degree  of  success  from  nearly  all  viewpoints.  The  TCMPA, 
together  with  all  the  major  distributors  (who  relied  upon  the  association 
for  nearly  all  of  their  fluid  milk  supplies), had  just  come  through  several 
years  of  unsettled  market  conditions  and  a  severe  milk  price  war  earlier 
in  the  year.  Market  stability  had  been  restored  only  after  5  months  of 
ruinously  low  prices,  and  presumably  even  the  small  independent  distrib- 
utors were  willing  to  abide  by  the  many  terms  of  the  agreement-license. 

Another  reason  for  the  favorable  experience  with  Agreement-License 
No,  5  was  that  it  was  largely  the  handiwork  of  the  TCMPA  and  the  con- 
tracting distributors.  In  writing  its  provisions,  they  included  only 
those  price  levels  and  marketing  conditions  considered  profitable,  yet 
economically  sound  and  necessary  and  which,  at  the  same  time,  were  capable 
of  being  enforced.  The  basic  attitude  of  the  oarties  responsible  for  its 
drafting  and  approval,  with  regard  to  what  they  expected  from  the  agree- 
ment, is  expressed  in  a  statement,  written  for  monbers,  in  the  TCMPA 
Bulletin  of  August  1^33.  It  held  that  -- 

...  in  formulating  a  code  for  the  Twin  City  area  we  are 
determined  that  this  code  must  set  up  a  set  of  conditions 
which  are  basically  sound  so  that  if  the  marketing  agree- 
ment is  declared  invalid  by  the  courts  or  set  aside  in  any 
way,  it  will  not  leave  us  in  a  position  where  we  will  be 
worse  off  than  before.  We  are  asking  the  aid  of  the 
Government  in  eliminating  unfair  practices  and  requiring 
a  reasonable  premium  above  the  prevailing  price  for  the 
actual  work  of  producing  milk. 

The  net  effect  of  these  provisions,  however,  was  to  make  more  secure  the 
relative  market  positions  of  the  TCMPA  and  the  cooperating  distributors, 
largely  by  eliminating  the  price  advantages  and  competitive  practices 

it/  This  practice  became  law  with  the  passage  of  the  Agricultural 
Marketing  Agreement  Act  of  ly37  (7  USC  6uac  (16)  (b)). 


-  67  - 

formerly  enjoyed  by  certain  Class  C  distributors.  These  dealers  had  been 
the  disturbing  elements  in  the  local  fluid  milk  market,  and  the  marketing 
conditions  were  made  stable  by  requiring  them  to'  follow  the  practices  of 
the  major  market  interests. 

There  had  been  numerous  violations  of  the  first  agreement-license 
during  1933  and  193ii,  but  most  of  them  were  more  from  ignorance  of  the 
regulations  than  from  deliberate  intent.  Informal  pressures  applied  by 
the  various  market  interests,  including  the  labor  union,  soon  brought 
compliance.  The  degree  of  compliance  was  noteworthy  since  the  Department 
of  Justice  would  probably  have  refused  to  sue  violators  either  by  civil 
or  criminal  action. 

The  power  of  the  license  and  the  ability  of  the  major  market  inter- 
ests to  control  the  distributors  who  had  been  the  disturbing  elements 
gradually  diminished  between  1933  and  19U3«  The  first  serious  weakening 
in  the  effectiveness  of  the  milk  agreement- license  pirogram  in  the  Twin 
Cities  from  the  standpoint  of  the  distributors,  came  with  the  replace- 
ment of  License  No.  5  with  License  No.  32  in  February  193U  and  the  re- 
sultant loss  in  authority  to  fix  wholesale  and  retail  prices  for  milk 
and  cream.  The  first  reaction  of  the  market  interests  was  to  attempt  to 
maintain  the  level  of  wholesale  and  retail  prices  by  publicizing  them  as 
having  governmental  approval.  At  the  same  time,  these  interests  dis- 
couraged dissemination  of  the  miniitium  price  provisions  set  forth  in  the 
license  because  of  the  fear  that  such  prices  would  be  interpreted  by 
consumers  as  the  "fair"  prices  for  milk  and  cream. 

Voluntary  conpliance  with  the  producer  price  provisions  of  License 
No,  32  became  less  enthusiastic  after  that,  particularly  as  stores  and 
certain  Class  C  distributors  began  to  reduce  retail  prices  below  the 
prevailing  market  level.  Personnel  changes  were  made  in  the  Minneapolis 
office  of  the  Field  Investigation  Section  of  the  AAA  about  this  time,  and 
the  principal  market  interests  employed  the  former  Federal  investigator 
to  act  as  their  representative  in  the  market.  His  principal  duty  was  to 
aid  the  new  Federal  representative  in  the  actual  investigation  of  re- 
ported violations  of  the  license,  and  to  obtain  better  compliance  from 
participating  distributors.  The  field  investigation  staff  performed 
these  duties  in  conjunction  with  their  work  on  other  aspects  of  the  en- 
tire AAA  program.  The  power  and  effectiveness  of  the  license  had  dimin- 
ished greatly  by  that  time,  however,  and  the  local  investigator  had  to 
administer  the  provisions  of  the  license  witxiout  the  help  of  the  legal 
force  of  the  U3DA. 

Nearly  all  the  distributors  alleged  to  be  in  technical  violation 
of  the  license  during  this  period  of  legal  uncertainties  were  those  who 
paid  producers  the  TCMPA  blend  price  regardless  of  how  small  an  amount 
of  milk  they  had  to  process  into  manufactured  dairy  products.  The  USDA 
assisted  somewhat  in  the  enforcement  of  the  license  during  this  period 
by  conducting  audit  surveys  of  all  the  cream  purchases  and  the  milk  p\ir- 
chases  of  the  Class  C  distributors.  This  procedure  was  employed  as  late 
as  19U0.  Although  no  legal  action  could  be  initiated  from  the  facts 
disclosed  by  these  audits,  they  served  principally  to  remind  the  dis- 
tributors that  the  USDA  still  played  a  quasi-active  role  in  the  pricing 
of  producer  milk  and  cream. 
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VI.  FEDERAL  REGULATION  DURING  WORLD  WAR  II  AND  UNTIL 
NOVEMBER  2,  I9H5 


Beginning  with  the  advent  of  tho  war  and  the  emergency  conditions 
of  19^1-^2,  Federal  regiilations  of  a  more  positive  and  comprehensive  na- 
ture superseded  the  rather  ineffective  license  program.  During  this 
period,  the  Twin  City  fluid  milic  industry  was  subject  to  four  types  of 
simultaneously  effective  Federal  regulations: 

(1)  Federal  Milk  License  No,  32. 

(2)  OPA  price  controls  on  fluid  milk  and  cream  at  the  retail 
.and  wholesale  levels. 

(3)  OPA  price  controls  on  raw  milk  at  the  producer  level. 

(4)  War  Food  Administration  Orders  that  restricted  the  sales 
and  utilization  of  fluid  milk  and  cream. 


The  last  three-named  regijlatione  were  integral  parts  of  the  Nation's 
regulatory  policies  necessitated  by  wartime  press^jires  on  food  supply  and         j., 
prices,  and  they  largely  supplanted  the  functions  of  Federal  Milk  License 
Ho,  32.  Sach  of  these  regulations  is  analyzed  separately  with  respect  to 
its  Influence  on  the  local  fliiid  market  and  on  the  futxire  Federal  milk  or- 
der which  in  late  19^5  "became  the  mechanism  for  determining  producers'  milk 
prices. 

Price  Control  at  the  Retail  and  Wholesale  Level 

In  a  major  attempt  to  halt  the  inflationary  presstires  that  had  de- 
veloped in  the  prccesf,  of  mobilizing  the  resources  of  the  economy  for 
World  War  II,  the  Price  Administrator  of  the  Emergency  Price  Control  Act 
of  19^2  established  price  ceilings  on  all  the  cKijor  "cost-of-living"  items. 
This  regulation  was  known  as  the  General  Maximum  Price  Regulation  (OMPR), 
and  was  issued  on  April  28,  19^2,  to  become  effective  May  18,  19^2.  The 
regxilation  "froze"  the  price  that  any  retailer  ccold  charge  for  a  provl-act 
at  the  same  level  that  he  charged  during;  the  base  period  M/;irch  1  to  31, 
19^2,  Supplementary  regulations  were  issued  to  adjust  any  inequities. 
This  regulation  fixed  the  naximum  prices  for  fresh  (fluid)  milk  and  cream 
sold  in  glass  or  paper  containers  in  the  Twin  City  market  at  I3  cents  for 
the  first  q^uart  of  milk  taksa  at  one  delivery  and  12  cents  for  each  extra 
quart  taken  at  the  same  time.  These  maximum  prices  were  modified  for  cer- 
tain regions  and  cities  by  the  promulgation  of  Supplementary  Hegxilation 
No,  1^  to  the  General  Maxim\im  Price  Regulation  as  well  as  through  amend- 
ments to  the  GMPR,  but  none  of  these  affected  the  Twin  City  market. 

The  next  step  in  the  evolution  of  price  controls  was  the  promul- 
gation on  August  7,  19^2,  of  Amendment  No,  21  to  the  GMPR,   The  GMPR  itself 
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exempted  the  salea  and  deliveries  of  all  milk  products  except  fluid  milk 
and  cream  sold  at  retail;  the  anendinent  brou^-ht  wholesale  sale 3  of  these 
it^ms,  when  sold  in  glass  or  jjaper  containers,  \mder  the  same  regulation. 
The  original  exemption  of  wholesale  sales  (to  stores,  hotels,  etc.)  from 
the  price  "freeze"  was  made  in  the  belief  that  wartime  shortages  of  tires, 
gasoline,  and  labor  would  tend  to  redxice  home  deliveries  and  thereby  suffi- 
ciently increase  competition  among  distributors  for  sales  to  stores  to 
prevent  price  increases  to  such  outlets.  Distributors  did  increase  their 
wholesale  prices  in  many  cities,  however,  even  duriiig  a  period  of  normally 
declining  prices;  in  some  cases,  these  advances  were  enoxigh  to  absorb  the 
full  amount  of  the  retailer's  margin.  To  correct  this  situation,  the  Office 
of  Price  Administration  (OPa)  issued  Amendment  No.  21,  which  established 
ceiling  prices  for  wholesale  sales  in  glass  or  paper  containers  on  the  same 
basis  as  those  promulgated  ea,rlier  for  retail  sales,  that  is,  at  the  highest 
prices  charged  during  March  19^2, 

In  the  fall  of  19^2,  price  ceilings  were  extended  to  incltKle  "bulk" 
sales  of  fltiid  milk  and  cream  to  wholesale  outlets.   These  bulk  sales 
(sales  other  thjin  those  in  glass  or  paper  containers)  were  brought  under 
regulation  by  Temporary  Maxim\im  Price  Regulation  (TMPR)  No,  22  issued  on 
October  3»  19^2,  and  made  effective  2  days  later.  The  ceilings  were  con- 
tinued in  effect  when  that  regulation  was  rewritten  and  reproraulgated  as 
Maximum  Price  Regulation  (MPR)  No,  280,  but  the  controls  were  limited  to 
sales  to  such  wholesale  outlets  as  stores,  restaurants,  hotels,  and  lnstl~ 
tut  ions.  The  week  of  September  26-October  2,  19^2,  was  used  as  the  base 
period.  The  regulation  was  amended  several  times  to  adjust  ceiling  prices 
(1)  to  compensate  for  the  reduction  in  the  butterfat  content  of  fluid  cream 
to  19  percent  as  stipulated  by  Conservation  Order  M-259,  issued  November  25, 
19^2,  later  reissued  as  War  Food  Order  No,  I3,  and  (2)  to  reestablish  normal 
price  relationships  betv/een  cream  distributed  as  fluid  and  that  used  in  manu- 
facturing butter. 

Bulk  sales  of  commercially  separated  cream  and  farm-separated  cream 
continued  to  be  exempt  from  price  control  during  the  entire  period  of  actual 
hostilities  of  World  War  II,  principally  because  price  ceilings  at  the  retail 
and  wholesale  levels  for  fluid  cream  and  for  maniifactured  dairy  products, 
when  combined  with  the  use  restriction  imposed  by  applicable  War  Food  Orders, 
had  stabilized  the  prices  for  such  bulk  cream.  However,  the  use  restric- 
tions on  cream  were  lifted  on  September  1,  19^5»  with  the  termination  of  War 
Food  Order  No,  I3,  and  the  demand  for  and  price  of  cream,  particularly  for 
maiiuf acturing  purposes,  increased  sharply.  MPR  No.  613  was  made  effective 
on  June  17,  19^,  and  set  the  maximijim  price  at  the  highest  price  charged 
by  any  seller  d^iring  the  base  period  May  I-I5,  19^,  subject  to  a  lowest 
maxlTaum  of  62  cents  per  pound  for  butterfat  and  a  highest  maximum  of  77  cents 
for  the  region  which  included  Minnesota  and  Wisconsin, 

Similar  controls  were  placed  upon  the  prices  for  bulk  milk  from  pro- 
ducers for  use  in  manufactured  dairy  products  such  as  butter,  cheese,  and 
evaporated,  condensed,  or  powdered  milk.  The  maximum  was  set  at  the  aver- 
aige  price  paid  producers  for  such  milk  during  November  19^5  -  *  base 
period  when  ijncontrolled  raanu'^ac taring  milk  prices  had  not  yet  risen  and 
were  in  reasonable  adjustment  with  the  prices  for  other  dairy  products. 
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These  controls  were  short-lived,  hov;ever;  the  entire  price  control  program 
was  terniiiated  on  Jime  30,  19^6,  or  within  2  weeks  after  the  latest  orders 
were  issued. 


Price  Control  at  the  Producer  Level 

Prices  paid  producer?,  for  raw  unprocessed  milk  destined  for  human 
consTomption  in  fluid  form  were  not  subject  to  price  controls  until  Februarj' 
13»  19^3t  03r  about  1  year  after  similar  controls  were  established  on  retail 
and  wholesale  sales  of  fluid  milk  by  distributors.  Durifig  the  interim,  the 
prices  to  producers  for  raw  milk  had  continued  to  increase  as  a  result  of 
3  principal  factors:  (l)  Increased  prices  of  mantifactured  dairy  products 
that  forced  fluid  milk  distributors  to  increase  their  prices  to  producers 
in  order  to  prevent  the  diversion  of  their  raw  milk  supply  to  manufacturing 
outlets;  (2)  Increased  demand  for  fluid  milk,  which  encouraged  distrib- 
utors to  bid  competitively  for  milk  supplies  located  beyond  their  norri&l 
production  areas;  and  (3)  The  demand  of  organized  producers  for  higher 
prices  to  help  offset  increases  in  production  costs.  As  a  reflection  of 
these  forces,  higher  minimum  producer  prices  already  ha^d  been  established 
in  about  26  fluid  markets  operating  under  Federal  milk  orders  and  in  many 
areas  under  jurisdiction  of  State  milk  control  boards. 

These  forces  had  increased  producer  prices  to  such  an  extent  by 
early  19^3  that  the  OPA  was  faced  with  ntunerous  petitions  froit-  distribu- 
tors for  individiaal  adjustments  in  retail  and  wholesale  prices  of  fluid 
milk  to  help  offset  the  "squeeze"  on  their  operating  margins.   In  an 
effort  to  halt  these  pressures  for  continued  price  increases  and  thereby 
retain  the  prevailing  retail  price  struct\iTe,  the  OPA  established  ceiling 
prices  for  milk  at  the  producer  level  at  the  highest  prices  paid  by  such 
purchasers  for  milk  received  during  Janxiary  19^3«  These  maximum  producer 
prices  applied  only  to  r»,w  unprocessed  milk  in  bulk  that  was  for  ultimate 
human  consumption  in  fluid  form;  it  did  not  affect  bulk  milk  sold  by  pro- 
ducers for  manufacttiring  purposes.  This  regulation  was  promulgated  as 
MPa  No.  329»  and  was  made  effective  on  February  13,  19^3. 

An  important  provision  of  this  reg-ilation,  at  least  from  the  stand- 
point of  future  developments  in  the  Twin  City  market,  was  the  proviso  that 
the  maximum  price  to  prod\icers  in  markets  regulated  by  Federal  milk  market- 
ing orders  be  the  price  paid  diiriiig  the  base  period  of  January  19^3,  "or 
thiC  minimum  producers*  price  established  under  the  provisions  of  the  Agri- 
cultural Marketing  Agreement  Act  of  1937»  as  amended,  whichever  is  higher."^ 
This  provision  permitted  a  measure  of  exemption  from  OPA  price  ceilings  on 
producers*  prices,  and  was  the  method  by  which  a  price  increase  was  accorded 
producers  in  the  Minneapolis-St.  Paul  marketing  area  (with  the  promulgation 
of  Federal  Milk  Order  No.  73  in  19^5). 

The  regulation  also  authorized  the  regional  offices  of  the  OPA  to 
adjust  maxiimim  producers'  prices  vdthin  their  areas  if  such  action  was 
necessary  to  prevent  an  existing  or  threatened  local  shortage  of  milk,  or 


i/  Section  1351.^2.  MPR  No.  329,  of  February  I3,  19^3. 
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to  increase  producers*  prices  whenever  the  distributors*  margins  were  ade- 
quate enough  to  absorb  the  increase  without  altering  the  retail  levels 
established  under  the  Emereency  Price  Control  Act,  Amendment  No.  I3  to  the 
MPR  No.  329  clarified  the  definition  of  a  "producer"  so  that  farmers'  co- 
operatives would  be  exempt  from  the  ceiling;;  prices  in  receiving  milk  from 
farmer  nembers  into  plants  owned  by  the  cooperative,  but  would  be  subject 
to  the  regulation  whenever  the  cooperative  served  as  a  marketing  agent  for 
producers  who  made  direct  deliveries  to  distributors. 

The  data  in  table  4  indicate  the  actual  ceiling  prices  that  prevailed 
in  the  Twin  City  market  during  the  period  from  January  19^3  until  November 
1945  —  the  period  when  producer  prices  were  set  by  OPA  authorities.  Twin 
City  distributors  paid  TCMPA  $3  a  hundredweight  for  3.5  percent  milk  in 
January  19^3,   and  this  price  was  established  as  the  local  maximum  by  the 
provisions  of  MPR  No.  329.  At  the  same  time,  the  rate  for  the  butterfat 
differential  was  set  at  5h   cents  for  each  one-tenth  of  a  poimd  of  butterfat 
that  the  producers'  milk  varied  from  the  3i^P^rcent  standard. 

The  regulation  had  been  in  effect  less  than  4  months  when  it  became 
apparent  tliat  the  price  for  January  19^3  was  not  a  sound  basis  for  establish- 
ing a  flat  price  for  a  complete  year.   Immediately  thereafter,  the  TCMPA 
petitioned  the  regional  office  of  the  OPA  for  an  adjxistment  in  producer 
prices  to  correct  two  ras-jor  faults  of  the  regulation.  One  of  the  inequities 
of  the  original  ceiling  price  was  that  it  permitted  producers  to  receive  a 
higher  price  for  milk  diverted  to  manufacturing  plants  Viian   for  milk  re- 
tained in  the  market  and  sold  to  distributors;  the  other  was  the  failure 
to  provide  ceiling  prices  that  would  reflect  historical  seasonal  variations 
in  price  at  the  producer  level.  The  regional  office  of  the  OPA  soi;ight  to 
correct  this  sittiation  by  promulgating  new  ceiling?  prices  that  would  re- 
flect higher  producer  prices  with  appropriate  seasonal  variations.  These 
prices  were  the  same  as  those  that  actually  prevailed  in  the  market,  as 
shown  in  table  4,  from  July  19^3  throTv:!^  December  19^f  and  represented  an 
average  yearly  increase  of  slightly  nore  than  11  cents  a  himdredv/eight. 

More  than  3  years  elapsed  between  the  tine  when  price  ceilings  were 
put  on  sales  of  producer  milk  to  distributors  and  the  time  they  xvere  put  on 
sales  of  producer  milk  to  manufacturing  plants,  Ihiring  this  period  the  pre- 
mium for  fluid  milk  over  manufacturing  milk  prices  narrowed.   In  19^-,  the 
disparity  in  prices  being  paid  by  the  two  types  of  outlets  had  widened 
enough  that  it  again  became  more  profitable  for  producers  to  divert  milk  to 
nearby  creameries  ttian  to  continue  selling  to  Twin  City  distributors.   In 
an  attempt  to  halt  this  diversion  away  from  the  Twin  City  market,  the  TCMPA 
formally  petitioned  the  Chicago  regional  office  of  the  OPA  for  a  modifica- 
tion of  the  maxlroturi  prices  established  by  Order  G-9  to  MPR  No,  329.  By 
late  fall  19^»  the  manufacturing  plants  were  able  to  pay  prices  for  milk 
that  actually  exceeded  the  maximum  prices  established  for  milk  sold  to  dis- 
tributors. The  OPA  acted  to  relieve  the  threatened  shortage  of  t}ie  local 
milk  supply  by  granting  a  price  increase  of  7  cents  a  hundredweight  for  the 
month  of  Janxiary  19^5  oi^ly*  After  a  survey  of  the  sitijation  was  completed 
in  Jajiuary,  the  regional  office  of  the  OPA»  with  the  approval  of  the  War 
Food  Administration  representative  of  the  Midwest,  established  a  new 
schedule  of  maxim\;un  prices  for  producer  sales  to  distributors  that  more 
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Table  k. — Prices  for  3'5  percent  milk  delivered  to  distributors 

by  Twin  City  Milk  Producers  Association,  as  established 
by  specified  OPA  directives,  by  months, 
February  19U3-November  19^5 


Month 

19U3       : 

1 

I9UI+ 

:      19^5 

Dollars 

Dollars 

Dollars 

January  .  .  .  . 

3.05 

3/  3.12 
4/  3. 08 

February 

:   1/  3.00 

3.05 

March  .  . 

3.00 

3.05 

3. 08 

April  .  . 

3.00 

3.05 

3.05 

May  .  .  . 

3.00 

3.05 

3.05 

June  .  .  . 

3.00 

3.05 

3.05 

July  .  . 

.    I   2/ 

3. 18 

3. 18 

3. 18 

August   . 

3. 18 

3. 18 

3. 18 

September 

3.25 

3.25 

3.25 

October  . 

3.25 

3.25 

3.25 

November 

3. 18 

3. 18 

^   3.18 

December 

3.12 

3.12 

Butterfat  diff( 

jr-  : 

ential  for  eacl 

1   : 

l/lO  of  a  pounc 

I 

of  butterfj 

it 

:  £/ 

.055 

.055 

.055 

1/  MPR  No.  329,  effective  February  I3,  I943. 
,  2/  Order  G-9  under  MPR  No.  329,  effective  July  1,  19^3. 

^  Amendment  No.  1  to  Order  G-9,  issued  December  3I.  19^^» 
effective  January  1,  19^5.  (I*  raised  the  price  7  cents  for 
January  19^5  only.) 

hj   Amendment  No.  2  to  Order  G-9,  issued  January  3I,  19^5» 
effective  February  1,  19^5.   (1*  raised  the  price  3  cents  for 
February  and  March,  19^5  only.) 

5/  Pricing  provision  of  Order  No.  73»  effective  November  3. 
ST^jplanted  OPA  price. 
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nearly  restored  the  normal  differentials  between  the  tvo  major  types  of  out- 
lets. This  was  accomplished  by  retaining  the  7-<Jent  increase  for  January 
and  grantiiig  a  3-cent-a-hundredweight  increase  for  February  and  March, 

The  largely  unsuccessful  attempts  by  the  TCMPA  to  get  from  the  OPA 
an  adjustment  in  producer  prices  during  19^+  caused  the  association  to  con- 
sider alternative  means  of  obtaining  such  adjiistmen^s.  The  wartime  changes 
in  the  ixiterstate  movement  of  milk  and  milk  products,  coupled  with  recent 
coiort  decisions  that  interpreted  more  broadly  the  interstate  commerce 
clause  of  the  United  States  Constitution,  had  already  removed  the  only  de- 
terrent to  promulgating  a  Federal  milk  order  for  the  Twin  City  area. 

The  association  began  to  consider  such  an  order  as  early  as  19^^» 
Although  the  OPA  refused  or  failed  to  grant  producers  substantial  relief 
for  19^5  through  its  own  directives,  correspondence  on  file  in  the  U,  S, 
Tepartment  of  Agriculture  indicates  that  during  this  period,  the  OPA  wo\ild 
not  oppose  the  promulgation  of  a  Federal  milk  order  in  the  Twin  Cities 
that  would  provide  an  approximate  yearly  average  price  increase  of  9  cents 
a  h\mdredwoight  over  its  ceiling  prices.  Acting  on  this  information,  the 
TCMPA,  in  early  19^5f  instituted  the  actions  necessary  to  obtain  such  a 
Federal  marKeting  agreement  and  order,  particularly  after  it  became  appar- 
ent that  such  increases  could  be  granted  without  increasing  the  retail  and 
wholesale  prices  of  fluid  milk  in  the  Twin  Cities,  An  order  was  actually 
promulgated  on  November  3»  19^5»  and  after  that  time  the  producer  prices 
for  milk  sold  to  Twin  City  distributors  were  determined  by  the  pricing 
formulas  in  the  order  rather  than  by  the  original  OPA  price  ceilings.  The 
price  controls  established  under  MPR  No,  329f  hov/ever,  continued  to  remain 
in  effect  in  those  markets  not  >ander  Federal  milk  orders  until  the  entire 
price  control  and  subsidy  program  of  the  Federal  Government  was  terminated 
on  June  30,  19^6, 


Allocation  and  Control  of  Fliiid  Milk  and  Cream  Sales 

As  has  just  been  pointed  out,  the  normal  system  of  permitting  the 
pricing  mechanism  of  the  markets  to  allocate  the  supply  of  milk,  cream, 
and  manufactured  dairy  products  among  users  was  superseded  by  extensive 
controls  over  the  prices  of  such  commodities  in  19^2  and  early  19^3* 
Duri^^;:  this  same  period,  the  demands  for  manufactured  dairy  products,  such 
as  butter,  cheese,  and  evaporated  milk,  had  increased  so  that  rationing 
had  to  be  imposed  at  the  consumer  level j  the  remaining  prod'^tion  was 
allocated,  by  Food  Distribution  Orders,  to  the  ^ises  considered  most  im- 
portant tc^  the  war  effort.  The  various  Food  Distribution  Orders  6/  were 
not  issued  simultaneously,  but  were  promulgated  as  the  need  for  remedial 
action  becamo  apparent.  Fluid  milk  and  cream  sales  were  left  uncontrolled 
until  after  nearly  all  other  products  wer-s  under  controls  of  one  type  or 
another,  and  this  delay  began  to  be  felt  thro'ij^hout  the  entire  war  dairy 
program  as  early  as  the  spring  of  19^3» 


6/  Food  Distribution  Orders  v.er9  designated  War  Food  Orders  in 
Aioril  19^. 
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Total  milk  production  had  reached  an  all-time  high  of  119  billion 
po^jmds  in  19^2,  as  corai:>ared  with  101  billion  pounds  in  1935  and  a  lO-year 
(1932-^1)  average  production  of  105  billion  po'onds.  This  high  level  of 
milk  production  was  bein^:  sustained  in  19^3;  yet  the  sharp  increase  in  con- 
sumer incomes,  coupled  with  the  shortage  of  manufactiored  dairy  products 
and  the  establishing  of  price  controls,  caused  a  Nation-wide  diversion  of 
most  of  this  increased  milk  supply  into  fluid  channels.  Officials  of  the 
War  Food  Administration  estimated  that  in  September  19'^3,  fl^oid  milk  and 
cream  consumption  was  20  percent  above  the  19^1  level,  10  to  12  percent 
above  the  19^1-2  level,  and  was  still  increasing  at  the  rate  of  1  percent  a 
month.  Wartime  demands  at  home  and  abroad  had  greatly  expanded  the  need 
for  such  manufactured  dairy  products  as  evaporated  milk,  butter,  cheese, 
and  dried  milk,  hence  any  further  increases  in  the  cons-iomption  of  fluid 
milk,  and  particularly  cream,  with  a  res-iltant  diversion  of  milk  from 
mamjfactured  products  to  fluid  uses,  were  considered  undesirable  develop- 
ments. 

The  problem  was  met  by  the  proraulgatioa  of  Food  Distribution  Order 
(FDO)  No.  79  on  September  7,  19^3.  This  order  established  sales  quotas 
for  fluid  milk,  cream,  and  fluid  milk  products  at  the  distributor  l>^vel, 
and  was  issued  in  the  hope  that  rationing  at  the  dealer  level  would  allo- 
cate over-all  milk  production  to  essential  uses  without  recourse  to  the 
extremely  complex  alternative  of  rationing  fluid  milk  to  the  ultimate  con- 
s-iomer.  The  order  used  June  19^3  as  a  base  period,  and  in  general  provided 
that  milk  distributors  in  the  regulated  markets  could  continue  to  sell  each 
month  only  as  much  milk  and  only  three-f  o'orths  as  much  cream  as  they  sold 
in  the  base  period.   Sales  to  '3-ovemment  agencies  or  to  the  armed  forces 
were  exemptJed  from  the  quota,  and  frooi  time  to  time  extra  quantities  were 
allowed  schools  in  the  marketing  area.  The  objective  of  the  order  was  to 
limit  fluid  milk  sales  to  the  approximf^.te  levels  current  at  that  time  and  to 
reduce  the  sales  of  cream  and  such  fl'oid  milk  byproducts  as  skim  milk,  fla- 
vored milk,  buttermilk,  and  cottage  cheese  to  lov/er  levels  —  levels  variable 
with  individual  areas  and  subject  to  revision  as  changin^.^  conditions  neces- 
sitated. The  order  itself  did  not  fix  the  quota  percentages  or  establish 
the  sales  area  applicable  to  each  raarVret;  that  was  done  by  the  issua.nce  of 
supplemental  orders  applicable  to  a  particular  market.  The  order,  together 
with  its  supplements,  was  applied  in  I36  fluid  nilk  markets  throughout  the 
United  States  between  October  i^,  19^3*  and  March  1,  19''-*^,  the  date  on  which 
the  last  order  was  promulgated. 

These  national  policies  embodied  in  FDO  No.  79  were  specifically 
applied  to  the  Twin  City  market  by  supr)lemental  FDO  No.  79-^5t  which  became 
effective  October  22,  19^3*  Th©  mi^rketing  area  defined  and  regulated  by 
FDO  No.  79-^5  incluiied  all  the  areas  nov/  under  regulation  by  Milk  Order 
No.  73,  but  included,  in  addition,  the  cities  of  Anoka  and  StillT^ter  and 
the  townships  of  Anoka,  New  Hope,  Bay  Town,  Lincoln,  and  Stillwater. 

The  local  order  wag  administered  by  the  same  agent  who  had  admin-. 
istered  Federal  Milk  License  No.  32  since  March  6,  193^.  The  expenses  of 
his  office  were  paid  from  monies  collected  through  an  assessment  against 
each  milk  handler  who  operated  within  the  specified  marketing  area;  this 
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assessment  was  set  at  1  cent  for  each  hijindred^'feij^ht  of  milJc,  cream,  skim 
milk,  buttermilk,  flavored  milk  drinlcs,  milk  "bsrera^es,  and  the  skim  milk 
equivalent  of  cootap^e,  pot,  or  baker's  cheese  sold  during  the  month  and 
subject  to  the  quota.  The  market  a^ent  received  monthly  reports  on  the 
volume  of  sales  of  the  regulated  handlers  and  audited  the  records  of  such 
distributors  to  verify  that  the  reports  were  acc^orate  and  that  the  quotas 
were  being  observed. 
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VII.  FEDERAL  REGULATION  BY  MILK  ORDERS,  I9U5-50 


Milk  Marketing  Agreement  and  Order  No,  73         i 

Promulgation  of  the  Regulation 

The  TCMPA  began  to  work  actively  in  19^4  to  have  a  Federal  milk 
order  applied  to  the  Minneapolis-St,  Paul  market.   Indications  are  that 
this  decision  to  obtain  a  milk  pricing  order  was  based  on  several  factors, 
as  follows: 

(1)  An  extreme  dissatisfaction  vith  the  failure  of  the  OPA  to  in- 
crease the  ceiling  price  for  producer  milk  (see  discussion  in  chapter  VI), 
The  TCMPA  knew  that  the  Federal  milk  order  program  provided  an  alternative 
to  OPA  price  ceilings,  and  its  contracting  distributors  supported  a  plan 
to  use  a  Federal  milk  order  as  a  means  of  adjusting  producer  orices  for 
fluid  milk  to  a  level  commensurate  with  their  historical  relationship  to 
the  value  of  manufacturing  milk, 

(2)  A  realization  that  the  supply  of  whole  milk  marketed  in  the 
production  area  had  increased  greatly  under  wartime  demands.  A  part  of 
this  increase  in  whole  milk  marketings  was  an  actual  increape  in  prcd-cic- 
tion,  but  a  major  part  of  it  was  the  restilt  of  a  definite  shift  by  pro- 
d\icers  toward  marketing  ctirrent  production  as  whole  milk  instead  of  as 
cream.  The  feelix^g  was  that  when  the  wartime  demand  for  d^iry  product e 
and  for  fluid  milk  exports  to  Army  camps  declined,  the  new  shippers  of 
whole  milk  v/oiild  seek  a  sh^i'e  of  the  Twin  City  fluid  market  as  a  more 
profitable  oxitlet  rather  than  revert  to  supplyirig  contiguous  manufac- 
turing plants  with  cream, 

(3)  A  notification  that  the  U.  S.  Depe.rtment  of  Agriculture  in- 
tended to  cancel  the  Federal  milk  license  that  had  been  the  basis  for 
Fedei'sl  regulation  of  the  pricing  of  producer  milk  since  193^ t  and 

{.h)   An  assurj^.nce  that  the  Twin  City  m^arket  easily  could  meet  the 
requirements  for  classlf ics.tlcn  as  an  interstate  market.  The  court 
decisions  on  the  legality  of  the  Agricultural  Marketing  Agreement  Act 
of  1937,  as  amended,  and  other  laws  had  broadened  the  interpretation  of 
the  interstate  commerce  clause  in  the  United  States  Constitution,  end 
this  fact  removed  the  barrier  that  heretofore  had  prevented  the  associ- 
ation from  obtaining  a  Federal  milk  order. 

The  association  forv^arded  to  the  War  Food  Administrator  in 
January  19^5*  a  proposed  marketing  agreement  and  order  designed  to  pro- 
vide an  average  price  increase  to  producerr  cf  8  cents  a  hiindredveight 
over  the  OPA  ceiling  price,  and  requested  him  to  schedule  a  public  hear- 
ing as  soon  as  practicable.   In  accordance  v;ith  the  established  procedure 
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of  the  U.  S.  Department  of  A/^ricultiore,  all  other  nilk  handlers  in  the  mar- 
ket were  fiirnished  copies  of  this  proposed  order,  and  were  asked  to  submit 
additional  or  alternative  proposals  of  their  ovm.   None  was  submitted,  how- 
ever, and  a  p\xblic  hearing  v.-as  held  at  St.  Paul,  Minn.,  from  May  22  to  28, 
19^5. 

None  of  the  distributors  located  in  the  T\-tiTi   Cities  nor  any  repre- 
sentatives of  consumer  interests  participated  in  the  public  hearing.  The 
piajor  part  of  th.e  evidence  ii:  the  hearing  record  was  submitted  by  Twin 
City  Milk  Producers  Association,  although  two  dealers  v;ith  plants  located 
outside  of  the  Twin  City  in?,rketin^  area  testified  against  several  important 
provisions  of  the  proposed  mrketin^  afrreement  and  order  at  the  public  hear- 
ing and  submitted  legal  briefs  find  exceptions  to  the  tentatively  approved 
mjirketing  agreement. 

The  major  issues  discussed  at  the  hearing  concerned:  (l)  The  need 
for  Federal  regulation,  (2)  the  Interstate  character  of  the  market,  (3)  the 
extent  of  the  n:iarketlr.g  area,  (^)  the  classification  plan  to  be  employed, 
(5)  the  level  of  the  class  prices  for  milk  and  the  method  of  determining 
those  prices,  (6)  the  type  cf  pooling  plan  for  distributing  returns  to  pro- 
ducers, and  (7)  the  need  for  the  perforiaance  of  marketing  services.  Most 
cf  the  testimony  on  these  issues  vxa?  favorable  to  the  issixf'.nce  of  an  agree- 
ment and  order  except  for  a  considerable  controversy  between  TCMPA  and  the 
outlying  l-^ndlers  over  (l)  the  classification  and  pricing  of  fluid  m.ilk 
that  was  sold  to  users  beyond  100  miles  of  the  local  marketing  area,  and 
(2)  the  met?iod  for  calculating  the  "location  differential"  that  affected 
the  price  these  handlers  would  be  reoj.iired  to  pay  producers. 

A  recommended  marketing  agreement  and  order  were  drawn  up  by  the 
USDA  and  annoiinced  publicly  on  Au^'ust  1^,  19^3*     The  TCMPA  took  vigorous 
cxcetjticn  to  a  decision  en  pricin^l  Class  I  milk,  and  the  two  outlying 
deplers  objected  to  the  decision  that  a  need  existed  for  ttje  Federal  regu- 
lation and  to  the  decisions  on  the  classif ic^.tion  and  pricing  of  milk. 
As  a  result  of  these  objections  the  provisions  relating  to  the  pricing  of 
Class  I  milk  and  to  the  method  of  cal  cola  ting  a  uniform  handler  "orice  to 
producers  were  cb^jiged  and  a  final  milk  marketing  agreement  and  order  was 
tentatively  approved  and  issued  by  the  Secretary  of  Agriculture  on 
September  25,  19^5. 

During  the  period  between  the  iss^oftnce  of  the  recommended  and  the 
final  agreement  and  order,  the  USDA  had  received  the  written  approval  of 
the  Ad-aini  strator  of  the  0?A  to  include  in  the  regulation  Class  I  pricing 
provisions  that  increased  the  producers'  price  for  milk  sold  distrihutore 
by  an  average  of  8  cents  a  hvmdredveight  over  the  average  for  the  19^5 
flscpl  year.   The  correspondence  on  this  subject  indicates  tl-iat  this  in- 
crease in  prod-acers'  price  v^s  granted  because  distributors  in  the  market 
liad  agreed  to  absorb  t?.is  increase  in  milk  costs  v;ithout  requesting  an 
increase  in  the  OPA  ceiling  price  on  their  vrholesale  and  retail  sales. 

The  tentatively  approved  marketing  agreement  was  submitted  to  all 
distributors  in  the  marketing  area,  but  none  signed  it.   The  legal  require- 
ments for  the  issioance  cf  an  agreement  were  met,  however,  when  the  TCMPA 
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signed  it  as  a  "handler,"  a  sitiiation  made  possible  by  the  definition  con- 
tained in  the  agreement  that  made  TCMPA  a  handler  of  more  than  85  percent 
of  the  volume  of  milk  in  the  market.  The  provisions  of  this  agreement  were 
made  binding  upon  all  distributors  in  the  Twin  City  market,  however,  by  the 
issuance  of  a  Federal  milk  order  that  contained  provisions  identical  with 
those  of  the  agreement  approved  by  TCMPA.  This  order  was  issued  by  the 
Secretary  of  Agriculture  on  October  JO,   19^5*  (without  resort  to  a  producers' 
referendum  of  approval)  after  it  had  been  established  that  the  Twin  City 
Milk  Producers  Association,  representing  82  percent  of  the  volume  of  fluid 
milk  supplied  the  market  in  July  19^5f  ^^^   the  Delano  Cooperative  Creamery, 
representing  2.6  percent  of  the  volume  of  fluid  milk  supplied  the  market  in 
July  19^5*  approved  in  identical  terms  the  issuance  of  the  order.  The  milk 
marketing  agreement  and  order  was  known  as  Ho.  73»  ^^^^   became  effective 
November  3,  19^5. 

Some  difficulty  was  experienced  in  ap-olying  the  pricing  and  pooling 
provisions  of  the  order  in  its  first  3  months  of  operation,  particularly 
those  that  applied  to  a  handler  who  received  both  inspected  and  tininspected 
milk  and  to  handlers  who  sold  milk  outside  the  local  marketing  area.  The 
TCMPA  and  one  handler  gave  consideration  during  thiis  period  to  amending  the 
order;  however,  in  the  hope  that  if  the  order  remained  in  operation  for  a 
longer  time  many  of  the  problems  might  resolve  themselves  without  the  need 
for  amendment,  no  action  was  taken. 


Provisions  of  Federal  Milk  Marketing  Agreement  and  Order  No.  73 

The  original  Agreement  and  Order  No.  73 f  vhich  becane  effective 
November  3f  19^5 1  vere  of  the  same  genei"al  type   as  agreements  and  orders 
that  had  been  promulgated  by  the  Secretary  of  Agriculture  since  1936.  The 
following  section  gives  a  resume'  of  the  imr.ortant  provisions  of  the  regu- 
lation as  it  first  became  effective,  together  with  a  synopsis  of  the  issues 
that  developed  at  the  first  public  hearing. 

Definitions 

A  "handler"  (distributor)  was  defined  as  any  person,  or  milk  pro- 
ducers' cooperative  association,  disposing  of  Class  I  milk  products  in  the 
"marketing  area," 

The  "marketir^  area"  in  v^ich  all  handlers  were  regulated  by  the 
order  was  fixed  to  include  the  rectangularly  shaped  area  shown  in  figure  1. 
This  area  incl^oded  the  cities  of  Minneapolis,  St.  Paul,  Robbinpdale, 
Wayzata,  Colxunbia  Heights,  White  Bear,  West  St.  Paul,  South  St,  Paul,  and 
23  contiguous  townships  located  in  Hennepin,  Anoka,  Ramsey,  Washington, 
and  Dakota  Counties.  This  marketing  area  was  smaller  than  that  originally 
proposed  when  the  public  hearing  was  called;  it  -a-ss  concluded  tlip-t  the 
smaller  area  represented  a  naturally  well-knit  and  more  closely  interre- 
lated market  for  purposes  of  regxilation. 

A  "producer"  included  any  dairy  farner  or  person,  or  milk  pro- 
ducers' cooperative  association,  from  whom  the  above  handlers  received 
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any  of  their  inilk  supplies,  iinlens  such  shipments  were  received  only  during 
an  emergency  period.  Plants  that  shipped  milk  into  the  area  only  during 
the  period  from  July  to  December,  bona-fide  producer- handlers,  and  handlers 
vhoee  only  source  of  supply  i\ras  other  handlers,  were  exeruTted  from  the 
pricing  and  auditin^:  provisions  of  the  agreement  and  order. 

Classification  of  Milk 

The  regulation  provided  for  but  tv/o  classes  of  milk: 

(1)  Class  I,  v.'hich  included  that  sold  as  milk,  cream,  skim  milk, 
anj'  mixtures  of  milk  ana  cream,  cult\ired  buttermilk,  flavored  milk  drinks, 
and  any  skim  milk  or  butterfat  not  accoiinted  for  as  Class  II  milk,  and 

(2)  Class  II,  v/h5ch  included  that  used  for  any  dairy  product  not 
classified  as  Class  I,  plus  actual  plant  shrinlca/^e  and  loss  not  in  excess 
of  1  percent  of  all  milk  received  from  producnrs. 

Other  Provisions 

Other  classification  previsions  required: 

(1)  That  milk,  skim  milk,  and  cream  sold  by  one  handler  to  another 
were  to  be  classified  as  Class  I  produ<^ts  unless  a  statement  signed  by  both 
buyer  and  seller  indicated  that  it  vras  used  in  manufacturing  a  Class  II 
product, 

(2)  That  any  sales  to  a  nonliandler  (those  not  in  the  Tv;in  City  fluid 
market)  v.'ould  be  classifieds 

(a)  According  to  actual  usage  if  such  nonhandler  p'lant  was  within  a 
radius  of  ICO  miles  of  the  marketing  area,  or 

(b)  As  Class  I  if  sold  in  the  form  of  milk  or  skim  milk  and  as 
Class  II  if  sold  in  the  form  of  cream,  if  such  nonliandler  plant  v;as  more 
than  100  miles  from  the  marketin^j  area. 

(3)  Thiat  any  skim  milk  or  butterfat  imported  during/,  the  -oerlod  from 
July  through  November  from  an  emergency  so'irce  (producers  not  regularly 
supplying  the  local  market  or  from  producers  in  other  prodtiction  areas) 
must  be  classified  in  the  lovrest  use  (and  price)  classification  possible; 
this  was  designed  tc  "protect  the  regiilar  suppliers"  of  the  market  and  at 
the  same  time  to  permit  milk  importations  during  periods  of  short  supply. 

The  ha.ndlers  of  any  milk  had  to  maintain  such  records  and  make  such 
reoorts  as  v/ould  prove  to  the  market  administrator  how  the  milk  actually 
was  used. 

These  clas:;if icaticn  provisions  were  introduced  and  supported  by 
tlie  TCMPA,  and  all  were  acceptable  to  the  distributors  present,  except 
for  the  requirempnt  that  milk  (but  not  cresim)  sold  to  users  beyond  100 
miles  of  the  marketing  area  be  priced  as  Class  I.  The  representatives  of 
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outlying  distributors  vfho  =old  milk  txnder  these  coacUtionc  objected  vip-or- 
ously  to  its  classification  as  Class  I,   Their  contention  ^-jtv^   thrst  to  force 
the?n  to  pp.y  Glass  I  prices  for  all  miljc  purchase?!  whether  sold  as  fluid  tiilk 
within  or   outside  of  the  tnarketin^cr  area  vould  force  th'^m   to  give  up  ona  mar- 
ket or  the  other;  and  since  the  outi^ide  inarket  constituted  a  larger  citlet, 
they  would  be  forced  from  the  loca-l  -Ti?-.rkGt,  thus  leaving  it  entirely  to  the 
established  distributors  ojid  the  TCMPA.   The  claune  vas  put  into  th?*  ord*='r, 
however,  on  the  basis  that  the  hearin^n:  record  did  not  e?»tablish  ?-  -v^lid 
basis  for  the  differentiation. 

Mininmn  Prices  for  Producer  Milk 

The  formulas  in  the  Tv/in  City  ordt^r  for  deter-siinini'  the  minimum 
prices  for  milk  and  cream  vere  based  on  the  -nriceG  of  manufact'ored  dairy 
products.   The  formula  for  Class  II  x^rice;;  set  the  miniriu'a  price  at  nearly 
the  same  level  as  farmers  ^^'ould  have  received  if  the  milk  had  been  sold 
throutrh  r.earby  creari?rii!s  nnl  cond8ns?rie?  i-'ithout  the  benefit  of  the 
hii^her  prices  in  the  fluid  market.   This  price  v.tis  based  on  the  marlret 
prices  for  butter  and  nonfat  dry  milk  solids  —  the  principal  products  manu- 
factured in  the  supply  area  —  and  was  determined  by  the  follov;inf»  '"butter- 
pov/der"  formula: 

(1)  Multiply  b3'-  3,5  the  avers.-^e  -nontiLly  wholesale  price  per  po'iad  of 
93-score  butter  at  New  York,  and  add  20  percent  to  that  fi^r^re. 

(2)  Multiply  by  7.7  the  average  month"' y  price  of  spray  and  roller 
process  nonfat  dry  milk  solids  for  human  consu'nption, 

(3)  Add  the  tv;o  anounts  toj^ether,  and  subtract  ^2  cents. 

Handlers  were  required  to  pay  this  "butter-powder"  form^-ila  price  for 
all  milk  used  in  Class  II  prod'jsj^ts. 

All  rail!:  used  for  the  fl^jld  purposses  specified  as  Glass  I  products 
brouf:;ht  a  higher  price  to  the  producer;  this  price  was  set  by  a  formiila 
that  reflected  a  preniu'n  over  the  value  of  milk  for  !rianijfact''jLrin^r  (Class  II ) 
ptirposes.  Under  this  Class  I  formula,  the  market  administrator  first  de- 
terrained  a  "basic"  price  for  such  jnilk  by  choosing  the  highest  price  that 
results  from  any  one  of  the  following  three  formulas: 

(1)  The  "butter-povAier"  form-ala  used  for  pricing  Class  II  milk;  or 

(2)  A  "condensery  Tjay-price"  forwula,  which  is  an  average  of  the 
prices  paid  for  3«5  percent  milk  by  18  condenseries  thro^a^hout  '."/Isconsin 
and  Michigan  and  owned  by  four  different  nationally  known  proprietary 
companies;  or 

(3)  A  "butter-cheese"  fon^.ula,  v;hich  was  desir;ned  to  reflect  the 
average  value  of  milk  if  it  vrere  used  for  the  rnanufacturinpT  of  butter  and 
cheese. 

The  market  administrator  added  a  seasonal  price  differential  to 
the  "basic"  price,  and  the  total  of  these  two  became  the  legal  minimum 
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price  for  Class  I  milk  and  milk  products.  This  extra  price  diffarential 
varied  v;ith  the  different  seasons  of  the  year  to  encoxirs^e   farmers  to  pro- 
dtice  more  milk  in  the  seasonallj''  short  months  and  correspondingly  legs  in 
the  seasonally  flush  months.   It  also  is  the  part  of  the  formula  that  is 
administratively  changed  most  frequently  to  reflect  hi;:;her  or  lovrer  nrices 
to  producers.  In  the  ori£;inal  Twin  City  order,  this  Class  I  and  seasonal 
price  premium  totaled: 

Ca)  50  cents  a  htmdredweifrht  from  January  through  April. 

(b)  40  cents  a  hundredwei^^ht  during  May  and  J\me. 

(c)  70  cents  a  hundredweight  from  July  through  December. 

The  market  administrator  was  required  to  calc^ilate  and  annoiince  pub- 
licly the  price  of  Class  I  and  Class  II  milk  and  the  amount  of  the  butterfat 
differentials  \\fithin  6  days  after  the  end   of  each  month. 

Location  Differentials 

A  location  differential  was  applied  to  Class  I  milk,  and  handlers 
v;ere  permitted  to  reduce  the  paying  price  to  fp.rnjer?  by  ^  cent  for  each 
full  mile  (based  on  the  shortest  highv.rriy  distance)  that  their  plants  were 
located  from  the  edge  of  the  Minneapolis-St.  Paul  marketing  area.  This 
loweriiv;  of  the  producer  price  was  an  adjustment  for  the  transportation  ex- 
penses saved  by  farmers  who  sup^Dlied  the  outlying  plants  and  the  resultant 
increase  in  transportation  expenses  incurred  by  operators  of  such  outlying 
plants  in  bringing  their  packaged  milk  products  into  the  metropolitan  (con- 
STiming)  area. 

The  TCI'^PA  had  proposed  this  location  differential,  and  it  was  ac- 
cepted by  the  USDA  in  spite  of  vigorous  protests  from  the  same  group  of 
outlying  handlers  that  the  ded'oction  should  apply  from  the  outlying  plants 
to  the  distribution  point  within  the  area,  Hov/ev^jr,  the  latter  -nrcposal 
would  have  increased  the  differential  enough  to  give  outlying  plants  a 
distinct  competitive  advantage  ov^jr  handlers  whose  plants  were  v.'ithin  the 
marketing  area,  so  the  TGI'tPA  proposal  was  incoroorated  into  th«^  order. 

Payments  to  Prod^jcers 

The  Twin  City  order  also  provided  for  an  individ'oal-handler  pool, 
with  each  Imndler's  price  to  his  producers  based  on  the  utilization  of  all 
the  milk  in  all  the  plants  operated  by  the  handler.  The  tentative  order 
recommended  by  the  USDA  provided  for  a  uniform  price  for  each  plant  of 
each  handler,  but  this  was  changed  in  the  final  order  to  meet  TCMPA  objec- 
tions. The  decision  to  recommend  an  individiml  handler  was  based  on  testi- 
mony that  such  a  pool  >^s  better  adapted  to  the  marVtot  t^lan  a  market-wide 
pool.   It  also  was  felt  tl:iat  fewer  administrative  problems  v;o\ild  arise 
if  the  individual-handler  pool  were  usod.  The  TCMPA  asked  for  this  type 
of  pooling  arrangement  in  the  proposals  upon  which  the  public  hearijv;  was 
based,  and  testified  in  favor  of  the  individual-handler  pool  at  the  hear- 
ing. The  association  pointed  out  that  an  unusu£j,lly  diversified  group  of 
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plants  operated  in  the  area.  At  some  of  these  plants  only  Glass  I  products 
were  purchased;  but  other  plants  ranged  in  type  frora  those  that  purchased 
only  Class  I  prodticts  to  man^ofacturing  plants  from  which  only  small  portions  .. 
of  cream  or  milk  entered  the  marketing  area  for  fl-oid  consumption.  These 
plants  historically  had  determined  separate  prices  based  on  their  own  pools, 
and  it  ^^s  felt  that  this  custom  should  be  allo\/ed  to  continue.  Also,  rafitny 
handlers  were  supplied  by  cooperative  associations  which  in  tvirn  pooled  and 
blended  the  prices  received  from  a  number  of  distributors;  it  was  held  that 
the  individual-handler  pool  was  better  adapted  to  their  operations.  No  testi- 
Ejony  was  offered  against  the  individual-handler  pool  nor  in  favor  of  a  market- 
wide  pool. 

It  was  pointed  out  in  the  recommended  decision  that  in  defining  a 
producer  no  distinction  had  been  made  between  those  who  had  q-'oalified  with 
the  health  departments  and  those  who  had  not.   Since  most  of  the  producers 
who  had  qualified  with  the  health  dep^^rtments  shipped  their  milk  to  handlers 
whose  predominant  business  was  the  distribution  of  flioid  milk  and  cream,  it 
was  felt  that  the  higher  utilization  value  of  such  handlers  woiild  give  quali- 
fied producers  a  higher  return  than  that  received  by  the  producer  on  the 
market  not  qijalified  with  the  health  department.  Such  a  procedure  would  have 
the  effect  of  inducing  prodioeers  to  meet  the  health  requirements  of  the  cities 
concerned.   In  the  case  of  a  handler  who  was  required  by  a  health  authority 
to  separate  producers  into  tv/o  groups  and  to  receive  and  handle  separately 
the  milk  of  each  such  group,  the  order  further  provided  that  a  uniform  price 
could  be  computed  for  each  group.  • 

The  market  administrator  was  required  to  calculate  and  announce  pub- 
licly the  amount  of  the  uniform  paying  price  of  each  b\ndler,  after  allowance 
for  butterfat  and  location  differentials,  within  15  days  after  the  end  of 
each  month.  The  handler  was  then  required  to  T>ay  his  individual  producers 
this  uniform  price,  adjusted  for  individual  butterfat  differentials,  within 
?0  days  after  the  end  of  each  month.   In  cases  in  which  the  producers  were 
members  of  cooperatives,  the  handlers  were  required  to  pay  the  cooperatives 
twice  a  month  for  all  milk  received  directly  from  its  members  as  well  as  for 
the  milk  received  after  it  had  been  first  delivered  to  an  association  plant. 
The  cooperative,  in  turn,  paid  its  own  blended  price  to  all  its  member- 
producers,  based  on  total  receipts  from  sales  of  fluid  milk  and  man-'ofac tared 
dairy  products. 

Other  Provisions 

The  costs  of  administering  the  order  were  borne  by  a  2-cent  assess- 
ment against  each  hjindler  (except  TCMPA)  for  each  hundredweight  of  milk  and 
creajn  received  from  producers,  or  cooperative  associations  of  producers,  and 
subsequently  disposed  of  as  Class  I  milk  during  any  month.  This  provision 
further  required  that  proprietary  handlers  pay  the  assessment  on  all  Class  I 
milk  purchased  from  the  TCMPA,  even  though  the  association  was  by  defini- 
tion a  "handler"  of  s^ich  Class  I  milk.  The  local  market  administrator  was 
empowered  to  determine  a  lesser  rate  of  assessment,  subject  to  the  review 
of  the  Secretary  of  Agricultiire,  if  it  woiold  return  enough  money  to  pay  the 
cost  of  administering  the  provisions  of  the  order.  An  additional  sum  of 
2  cents  a  hxmdredweight  was  assessed  against  noncooperative  member  producers 
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to  permit  the  market  administrator  to  verify  weights,  samples,  and  tests 
of  milk  shipped  by  them  to  handlers,  and  to  provide  such  producers  with 
market  information. 

The  USDA  irjserted  a  provision  in  the  order  that  wasi  not  discussed 
at  the  ptiblic  hearing,  but  v^hich  empowered  the  Secretary  of  Agriculture 
to  freeze  the  Class  I  price  whenever  the  public  interest  required.  This 
provision  was  also  designed  to  protect  handlers  (who  v;ere  still  subject  to- 
OPA  resale  price  ceilings)  from  being  unduly  "squeezed"  by  a  sudden  increase 
in  the  prices  of  m.anufactured  dairy  prodticts. 

Suspension  of  a  Priciiig  Provision  of  the  Order.  June  19^ 

Because  of  an  abnonnally  heavy  demand  for  dairy  products  in  the  spring 
of  19^6,  and  the  resultant  prices  received  for  them,  the  many  dairy  mp.nufac- 
turing  plants  contiguous  to  the  fluid  ma.rket  were  able  to  pay  a  price  for 
manufacturing  milk  nearly  as  high  as  the  Federf^l  order  specified  for  fluid 
milk. 

The  TCMPA  indicated  that  producers  began  to  divert  flidd  supplies 
to  manufacturing  plants  after  the  order  reduced  Class  I  prices  seasonally  in 
May  19^6.  Because  of  this  shift,  the  association  requested  the  Secretary 
of  Agriculture  to  stop  the  diversion  by  forestalling  the  seasonal  decline 
in  Clas?,  I  milk  prices  then  required  by  the  order.  This  was  accomplished 
by  suspending  the  part  of  th.e  order  tliat  reduced  the  seasonal  differential 
by  10  cents  a  hundredvreight  for  the  month  of  J^me   19^6. 

Federal  Milk  Order  No.  73  as  Amended  in  19^ 


Promulgation  of  the  Regialation 

The  origin?.l  Twin  City  marketing  agreement  and  order  remained  un- 
changed until  December  23.  19^8,  except  for  the  suspension  of  the  seasonal 
price  change  for  the  month  of  June  19^.  By  early  19^8  the  regulation 
had  been  in  effect  for  more  than  2  years,  and  nearly  all  the  market  inter- 
ests had  certain  changes  they  wanted  made  in  its  provisions.  At  the  same 
time,  the  market  administrator  had  encountered  some  problems  of  classifi- 
cation vdth  respect  to  cream  and  its  products,  and  was  in  favor  of  having 
the  issues  clarified  by  amendments  to  the  regulation. 

The  TCMPA  took  the  initiative  by  submitting  to  the  USDA  in  April 
19^,  a  list  of  proposed  changes,  and  requested  the  Department  to  conduct 
a  public  hearing  at  St,  Paiil,  Minn,,  to  consider  those  and  other  proposals 
for  amending  the  regulation.  The  association's  proposals  were  designed 
to  provide  a  Class  I  price  that  would  average  about  15  cents  a  himdred- 
veight  over  the  existing  formula.  The  Thrice  increase  woixld  be  effected 
by  using  more  favorable  conversion  factors  for  nonfat  dry  milk  solids 
when  calculating  the  basic  Class  II  price;  by  increasing  from  20  to  22 
percent  the  oi'errun  allowance  in  calculating  handlers'  butterfat 
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differentials  from  butter  price  quotations;  and  by  increasing  the  seasonal 
differential  of  Class  I  above  the  "basic  price"  (nianufactijxed  product  prices) 
by  10  cents  for  each  hundred  pounds  during  May  and  June  and  by  25  cents  a 
hundred  f ron  July  through  December, 

Twin  City  handlers  were  notified  of  the  producers'  oroposale  and 
asked  to  submit  any  ch£.n^:es  they  would  like  to  have  considered  at  the  Dublic 
hearing.  Four  handlers  responded  with  proposals  to  increase  the  rate  and 
mileage  applicable  to  location  differentials,  to  chan^-e  the  classification 
of  cultured  buttermilk,  to  chans-e  the  formula  for  calculating  the  Class  II 
price,  and  to  clarify  certain  minor  provisions.  At  the  same  time  the  Dairy 
Branch,  PMA,  submitted  22  proposals  designed  to  clarify  the  intent  of  certain 
provisions  of  the  order  snd  thus  to  facilitate  its  administration.   The  Dairy 
Branch  by  this  time  had  gained  an  accum.ulated  eroerience  in  administering 
milk  orders,  and  had  suggested  many  m.inor  char^res  designed  to  avoid  tlie  ad- 
ministrative and  enforcement  difficulties  that  had  been  encountered  in  other 
markets  subject  to  Federal  regulation. 

Producers  based  their  request  for  a  hearing  and  for  increased  prices  " 
on  the  facts  that  milk  production  was  declining  in  the  Tvdn  City  milkshed, 
ajid  that  handler.s  simultaneously  were  experiencing  increased  competition 
from  an  adjacent  market  (Chicago)  for  available  milk  supplies. 

The  public  hearing  was  held  in  3t,  Paul  on  May  10  anti  continued  in 
Minneapolis  on  May  11  and  12,  19^.   In  contrast  to  the  19^5  experience, 
Twin  City  distributors  took  an  active  part  in  presenting  evidence  at  the 
public  hearing  in  sup-oort  of  their  own  r)ropoeals,  and,  in  some  cases,  in 
opposition  to  the  stand  of  their  supplying  producers  as  represented  by  the 
TCMPA. 

The  recomiTiended  decision  of  the  Assistant  Administrator  for  Market- 
ing, PMA,  was  anno^anced  on  August  2,  19^8,  and  the  Secretary  of  Agriculture 
issiied  his  final  decision  on  November  9,  19*^8.  No  handlers  signed  the  re- 
vised m-arketing  agreement.  Hov/ever,  a  revised  Federal  order  was  signed  by 
the  Secretary  on  December  23t  19^8,  after  five  cooperr^tive  associations  in 
the  market,  retjresenting  more  than  90  percent  of  the  producers  in  number 
and  in  volume  of  milk,  approved  it.  On  the  basis  of  this  action.  Federal 
Milk  Order  No.  73»  as  amended  in  19^8,  bec;ime  effective  on  February  1,  19^. 


Issues  Developed  at  the  Second  Public  Hearing 

The  amended  order  of  19^  contained  several  important  changes  affect- 
ing the  Tirrin  City  market: 

(l)  It  increased  the  producers*  price  for  Class  I  milk  by  increas- 
ing the  seasonal  Class  I  differential  by  10  cents  a  himdredweight  during 
May  and  June  and  by  30  cents  a  hundredweight  during  August  to  November, 
inclusive. 

The  USDA's  amended  order  conformed  to  the  request  of  the  TCMPA  for 
a  higher  level  of  Class  I  prices,  but  provided  a  system  of  seasonal  Class  I 
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differentials  different  from  that  proposed  by  the  association.  Table  5  ii^- 
dicates  these  differences. 

The  Department  denied  the  price  increases  for  July  and  December,  but 
recommended  a  larger  differential  from  Axxgrxst  throtigh  November  in  the  hope 
that  the  great  seasonality  in  prices  vrould  encourage  producers  to  shift 
their  production  patterns  to  conform  more  closely  to  the  consumption  pattern 
of  the  market. 


Table  5. —  Seasonal  differentials  for  Class  I  milk  as  specified  in 
the  Federal  Milk  AgreeTnent  and  Order  No,  73  of  19^5,  as 
proposed  by  the  TCMPA  in  19^8,  and  as  promulgated  in 
Order  No.  73.  as  amended  in  19^ 


Month 

:19^5-^  version: 
JAgreement  and  : 
: Order  No.  73   : 

TCI-lPA  proposal  i 

19^8-50  version. 
Order  No.  7? 

Cents  per 
hundredwe  ight 

Cents  per 
hiindredweight 

Cents  per 
hundredwe  ight 

January-April  .  , 

0.50 

0.50 

0.50 

May  and  June  .  , 

M 

.50 

.50 

July 

.70 

.95 

.70 

August-November  « 

.70 

•95 

1.00 

December  .  .  .  , 

.70 

.95 

.70 

The  TCMPA  presented  data  at  the  public  hearing  t\ia.t   indicated  a  de- 
cline in  the  number  of  producers  supplying  the  market  and  a  sizable  decrease 
in  the  amount  of  producer  milk  shipped  between  19^7  ^nd  19^8.  The  principal 
argument  was  that  the  r»rices  for  milk  in  the  Twin  Cities  were  not  suffi- 
ciently attractive  to  hold  producers  and  thus  insure  an  adequate  sup-oly  of 
wholesome  milk  for  the  market.  Four  major  Twin  City  distributors  and  the 
Minneapolis  Milk  Dealers  Association  opposed  the  major  intent  of  the  price 
increase  proposal.  These  parties  opposed  any  increased  Class  I  seasonal 
differential,  and  agreed  that  if  such  increases  were  granted,  they  should 
be  temporary  in  nature  and  restricted  to  the  months  of  short  supply. 

(2)  The  amendment  revised  the  classification  plan  to  specifically 
include  natural  buttermilk,  eggnog,  aerated  cream,  ready  whipped  cream, 
and  mixtures  for  toppings  and  uses  similar  to  those  of  whipned  cream,  as 
Class  I  products.   Skim  milk  disposed  of  as  animal  feed  v/as  classified  as 
Class  II,  and  shrinkage  and  plant  loss  were  to  be  prorated  between  Class  I 
and  Class  II  in  a  more  equita.ble  manner. 
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Probably  the  bitterest  controversy  of  the  entire  hearing  and  the 
order-promul^;ation  period  arose  in  regard  to  the  proposal  of  the  Dairy 
Branch,  PMA,  to  classify  eggnog,  aerated  cream,  instant  whip,  ready- 
whipped  cream,  mixes  for  topping  and  similar  products  as  Class  I  usage. 
The  19^5  order  did  not  mentfion  these  products  specifically,  and  a  question 
had  arisen  in  the  market  as  to  whether  or  not  they  could  properly  be  classi- 
fied as  Class  I.  The  testimony  of  the  representative  of  the  Dairy  Branch 
(supported  by  the  testimony  of  a  handler)  favored  classifying  aerated  cream 
and  the  various  types  of  ready  whipped  cream  in  the  same  class  as  cream, 
which  was  Class  I,  Substantially,  their  position  was  that  cream  whipped 
by  gas  was  in  direct  competition  with  cream  vrhipped  by  mechanical  means, 
and  therefore  should  be  paid  for  in  the  same  use  classification.  These 
groups  were  vigorously  opposed  by  one  handler  in  the  market  who  manufac- 
tured and  sold  a  trade  product  of  this  kind  under  a  registered  trade  name. 

The  final  decision  was  to  classify  the  products  mentioned  in  the 
previous  paragraph  as  Class  I  products,  although  the  language  of  the  order 
was  changed  to  eliminate  all  reference  to  the  registered  trade  name.   One 
handler  also  proposed  to  exempt  from  the  provisions  of  the  order  all  cul- 
tiired  buttermilk  made  from  natural  buttermilk,  but  others  protested.  The 
issue  was  resolved  by  classifying  all  buttermilk  as  a  Class  I  product. 

(3)  The  amendment  also  increased  the  rate  and  changed  the  mileage 
provisions  applicable  to  the  location  differentials  for  both  handlers  and 
producers. 

In  an  effort  to  correct  ineqTiities  against  certain  outlying  han- 
dlers that  had  resulted  from  the  provisions  of  the  19^5  agreement  and 
order,  two  distributors  with  plants  outside  of  the  marketing  area;^  proposed 
changes  in  the  r©.te  and  method  of  calculating  the  location  differentials. 
The  boijndary  of  the  marketing  area  is  quite  irregular,  and  irnder  the 
original  plan  two  plants  at  an  equal  distance  from  a  central  point  in  the 
Twin  Cities  had  different  total  allowances,  with  conseo^uent  effects  upon 
their  relative  competitive  advantages.  All  the  testimony  at  the  hearing 
was  in  favor  of  increasing  the  rate,  and  no  opposition  developed  to  the 
proposal  to  designate  a  central  point  in  the  market  for  use  in  calculating 
the  mileage  involved,  rather  than  use  the  edge  of  the  marketing  area  as 
specified  in  the  19^5  order.  The  Minnesota  Transfer  Viaduct  over  Univer- 
sity Avenue  in  St.  Paul  was  then  designated  as  the  center  of  the  Twin  City 
marketing  area,  and  handlers  were  authorized  to  deduct  1  cent  (instead  of 
■J  cent)  a  hundredweight  for  each  mile  of  distance  (over  the  shortest  high- 
way route)  from  their  receiving  plants  to  the  edge  of  a  circle  havir^  a 
15-niile  radius  from  that  market  center. 

(4)  The  amendment  revised  the  definitions  to  make  the  marketing 
area  include  the  township  of  St.  Anthony  and  to  restrict  the  definition 
of  a  "handler"  in  such  a  way  that  the  TCMPA  was  considered  a  handler 
only  with  respect  to  the  milk  it  received  at  its  plants.  Although  the 
to\mship  of  St.  Anthony  was  added  to  the  marketing  area,  the  size  of  the 
area  was  not  changed.   It  was  actually  a  part  of  the  marketing  area  de- 
fined under  the  19^5  order  since  it  is  completely  surrounded  by  other 


i 
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townships  that  were  within  the  defined  area,  although  its  name  was  inadvert- 
ently omitted  earlier. 

Under  the  new  definition  of  a  "handler,"  a  cooperative  association 
was  a  handler  only  of  that  milk  that  had  been  produced  "by  its  members  and 
delivered  to  an  association-operated  plant.  This  meant  that  the  TCMPA  no 
longer  would  he  considered  a  handler  of  about  85-90  percent  of  the  milk 
supplied  the  market,  since  most  of  its  milk  used  for  fluid  purposes  is 
shipped  directly  to  distributors'  plants.  The  change  in  the  status  of 
TCMPA  necessitated  a  change  in  the  date  and  method  for  computing  payments 
to  cooperative  associations  for  milk  shipped  directly  to  handlers'  plants, 

A  minor  change  in  another  section  described  the  market  administrator's 
powers  as  the  same  four  specified  in  the  act,  with  the  result  that  the 
function  of  preparing  and  disseminating  information  was  rightfully  listed 
as  a  duty  rather  than  as  a  power.  The  "emergency"  period  during  which  a 
regulated  plant  could  purchase  milk  from  nonregulated  plants  without  bring- 
ing the  latter  within  the  Jurisdiction  of  the  order  was  reduced  from  a 
5-month  to  a  ^month  period.  Other  changes  in  terminology  and  procedure 
were  made  to  eliminate  legal  objection  or  criticisms  and  to  bring  the  local 
order  into  conformity  with  the  terms  of  those  employed  in  the  milk  orders 
regulating  other  fluid  markets. 

The  TCMPA  objected  vigorously  to  the  restricted  definition  of  a  han- 
dler because  that,  in  turn,  was  the  basis  upon  which  changes  were  made  in 
other  provisions  of  the  order  affectirig  the  dates  of  payment  and  the  prices 
to  be  used  by  proprietary  handlers  in  paying  the  TCMPA  for  the  milk  ship- 
ments of  its  members.  Two  handlers  objected  to  the  new  definitions  of  a 
pool  plant  and  to  the  reduction  of  the  emergency  period  to  4  months,  but 
the  proposal  in  the  order  was  acceptable  to  the  other  distributors  and  to 
the  producer  organizations,  and  it  \^ras  retained, 

(5)  The  general  administrative  provisions  were  rewritten  to  permit 
easier  administration  of  the  regulation.   In  fact,  so  many  amendments  and 
changes  were  incorporated  into  the  19^  amended  version  of  the  order  that 
it  was  substantially  re^^^ritten  to  clarify  the  language  and  at  the  same  time 
to  make  it  conform  more  closely  with  the  requirements  of  the  enabling  act. 
Proposals  for  a  processing  charge  on  interhandler  transfers,  a  q^jality  dif- 
ferential, a  revision  in  the  butterfat  differentials,  and  a  change  in  basis 
for  calculating  Class  II  prices  were  considered  at  the  public  hearings,  but 
were  denied  by  the  USDA  because  the  evidence  in  the  hearing  record  did  not 
provide  a  sufficient  basis  for  such  changes. 

The  issues  developed  at  the  public  hearing,  as  just  described,  were 
resolved  by  the  Dairy  Branch  and  presented  in  a  recommended  decision  and 
tentative  order  issued  on  August  2,  19^8,  The  Twin  City  fluid  milk  industry 
was  invited  to  submit  written  exceptions  to  any  provisions  of  the  tentative 
order  that  they  deemed  objectionable.  Exceptions  were  filed  by  (l)  the 
Minneapolis  Milk  Dealers  Association  in  conjunction  with  the  St.  Paul  Milk 
Company,  the  Sanitary  Farm  Dairies,  and  the  Minnesota  Milk  Company;  (2) 
Aerated  Products  Company  of  Minnesota;  (3)  Dutch  Mill  Dairy;  (^1-)  Oak  Grove 
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Dairy;  and  (5)  the  Twin  City  Milk  Producers  Association.   TCMPA's  objections 
were  a^^ainst  the  provision  governing  the  method  and  dates  of  payment  for 
milk  necessitated  "by  the  new  definitions  of  a  handler,  whereas  handlers'  ob- 
jections were  against  any  increase  in  Class  I  prices,  the  use  of  93-score 
butter  in  the  New  York  market  as  basis  for  price  determination,  the  reduc- 
tion in  the  "emergency  period"  for  milk  importation  from  5  to  4  months,  the 
new  definition  of  a  pool  plant,  and  the  inclusion  of  aerated  cream  and  re- 
lated products  in  Class  I.  Only  one  change  was  made  in  the  amended  order 
before  it  becejne  final,  however,  and  that  was  to  elimina.te  "icings"  from  the 
list  of  milk  products  that  were  classified  as  Class  I, 


Federal  Milk  Order  No.  73 »  as  Amended  in  1950 

The  prices  of  dairy  products  "broke"  shortly  after  the  19^  hearing 
but  before  issuance  of  the  new  order,  and  the  new  differentials  of  $1  per 
hundredweight  for  Class  I  milk  from  August  through  November  incorporated 
into  the  Twin  City  order,  soon  encouraged  outlying  producer  groups  to  at- 
tempt to  obtain  a  share  of  the  local  fluid  mai-ket.  The  higher  Class  I 
prices  had  x^set  the  normal  price  relationships  with  the  Chicago  market. 
As  a  result  several  cooperative  associations  of  producers  in  Wisconsin, 
and  regtilarly  supplying  a  part  of  the  Chicago  ms.rket,  made  prelimiriary 
efforts  to  qualify  for  shipment  to  the  Twin  Cities.   In  some  cases  actual 
shipments  of  milk  were  made  in  tank  trucks  to  local  handlers.   In  addition, 
local  farmers  responded  faster  than  expected  in  q^jialifying  for  the  prodiic- 
tion  of  Grade  A  milk,  as  required  by  the  new  Minneapolis  milk  ordinance. 
These  factors  convinced  the  producer  interests  in  the  area,  and  particularly 
the  TCMPA,  that  the  level  of  Class  I  prices  during  the  August  to  November 
period  was  higher  than  necessary  to  maintain  an  adequate  supply  of  Grade  A 
milk,  and  was  too  high  in  relation  to  Chicago  TDrices  to  maintain  normal 
market  stability. 

In  an  effort  to  lower  this  $1  seasonal  differential  before  it  became 
operative  again,  the  TCMPA  requested  the  USDA  to  call  a  public  hearing  for 
the  purpose  of  considering  its  proposals  to  amend  the  order,  as  well  as 
those  that  might  be  submitted  by  handlers  and  other  interested  parties.   The 
association's  plan  was  to  lov.'er  minimim  farm  prices  during  this  period  by 
about  20  cents,  (l)  by  decreasing  the  seasonal  differential  for  the  fall 
months  to  85  cents  above  the  basic  price  for  milk  when  less  than  $3  a  hun- 
dredvjeight  and  to  90  cents  when  the  basic  price  was  $3  or  higher,  and  (2) 
by  revising  the  Class  II  formula  with  respect  to  manufacturing  allowances 
and  yields  of  butter  and  nonfat  dry  milk  solids,  so  that  its  net  effect  was 
to  lower  the  Class  II  price  level  by  an  average  of  about  ^,7  cents  a  hun- 
dredweight. 

Two  hs,ndlers  responded  to  the  request  for  additional  proposals  by 
suggesting  an  extension  in  the  marketing  area  and  a  change  in  the  classi- 
fication of  buttermilk,  A  group  composed  of  12  producer  cooperative 
associa,tions  in  Wisconsin  and  1  in  Minnesota  proposed  a  chan^-e  in  the 
classification  procedures  applicable  to  "emergency"  im.ports  of  milk.   The 
Dairy  Branch  reqtiested  a  clarification  of  t?ie  status  of  -nroducer-handlers 
selling  to  other  handlers. 
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The  public  hearing  was  held  at  Minneapolis  on  April  I3  and  l4,  I95O. 
Only  two  Twin  City  distributors  participated  in  the  hearing,  and  eo,ch  was 
a  proponent  for  changes  tliat  woiild  have  benefited' its  competitive  position 
f.   in  the  market. 

!  ■ 

I        In  addition  to  the  proponents  of  amendments,  two  distributors  on  the 
i   ed^e  of  the  marketing  area  appeared  at  the  hearing  in  opposition  to  a  pro- 
posal to  extend  the  marketing  area  to  iiiclude  the  village  of  Anoka.   This 
hearing  resembled  the  original  order-promulgation  hearing  in  19^5  in  that 
there  were  no  disagreements  between  the  producer  group  and  the  distributors. 
The  harmony  at  this  he.aring  1^3  undoubtedly  acco^onted  for  by  the  fact  that 
a  producer  group  was  requesting  amendments  to  a  Federal  milk  order  that 
actually  lowered  the  level  of  Class  I  prices. 

On  the  basis  of  the  evidence  in  the  hearing  record  and  after  con- 
sideration of  the  facts,  proposed  findings,  and  arg\inents  contained  in 
legal  briefs  filed  by  the  TCMPA,  the  Dairy  Cooperative  Institute,  Maple 
Island,  Inc.,  and  Anoka  Dairy  after  the  conclusion  of  the  hearing,  the 
Assistant  Administrator  for  Marketing,  PMA,  announced  his  recommended  de- 
cision on  the  proposals  on  July  12,  1950.  Uniquely  enough,  no  one  filed 
exceptions  to  the  recoraiaended  decision.  The  Secretary  of  Agricult-jxe  signed 
the  final  decision  on  Aw.-ust  8,  1950*   No  h£indlsrs  signed  the  proposed  mar- 
keting agreement,  but  a  revised  Federal  order  was  made  effective  on  Atigust 
16,  1950.  ^y   the  Secretary  of  Agric^olture  after  it  had  been  determined  that 
the  TCMPA,  representing  more  than  SO  percent  of  the  producers  supplying 
the  market  during  the  representative  period  of  May  1950»  approved  its  issu- 
ance as  promulgated. 

Issues  Developed  at  the  Third  Public  Hearing 

The  changes  effected  by  the  195'^  amendments  to  the  order  included: 

(1)  A  reduction  in  the  level  of  minimum  prices  to  farmers  for  milk 
in  both  Class  I  and  Class  II.  The  Class  II  price  was  lowered  by  an  average 
of  about  ^.7  cents  a  hundredweight  by  the  adoption  of  new  manufacturing 
allov^ances  and  yield  factors  for  butter  and  nonfat  dry  milk  solids  in  the 
butter-pov/der  formula  of  the  order.  The  Class  I  price  was  also  lowered  an 
equivalent  amount  in  those  months  when  the  butter-powder  formula  served  as 
the  "basic"  price  for  Class  I  milk.   In  addition,  the  Class  I  price  was 
lowered  fiirther  during  the  period  August  throTv:h  November  by  a  reduction 
in  the  seasonal  differential  from  $1  a  hundredweight  to  85  cents. 

The  TCMPA  requested  a  revision  of  the  Class  II  butter-pov/der  formula 
and  a  lowering  of  the  seasonal  price  differentials  on  Class  I  milk.  Na- 
turally, no  distributors  opposed  these  price  reductions.  The  association's 
reasons  for  the  price  decreases  were  the  same  as  those  given  earlier  in 
this  section  —  that  the  level  of  prices  in  the  Twin  City  market  was  higher 
than  necessary  to  maintain  an  adequate  supply  of  Grade  A  milk  and  too  high 
in  relation  to  Chicago  prices  to  prevent  producers  adjacent  to  both  areas 
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from  shifting  to  the  Miimeapolis-St.  Pa^ol  market  and  there'by  disrupting 
normal  market  stability.  The  association  asked  that  this  reduction  in 
Class  I  prices  he  achieved  hy  lowering  the  differential  from  $1  to  85 
cents  from  the  period  August  through  iTovemher  if  the  basic  price  for  milk 
was  less  than  $3  a  hundredt^ight  and  to  90  cents  if  the  basic  price  was 
$3  or  higher.  At  the  same  time,  however,  it  asked  for  an  increase  in  the 
differential  from  70  to  85  cents  for  the  month  of  July  since  it  was  also 
a  month  when  milk  began  to  be  in  short  supply.  ITo  groups  opposed  this 
stand,  but  the  Department's  decision  denied  an  increase  in  July  on  the 
ground  that  the  increase  was  unnecessary  to  insure  an  adequate  supply  of 
milk.   It  also  denied  the  proposal  to  reduce  the  seasonal  differential  to 
90  cents  (instead  of  85  cents)  when  the  basic  price  was  $3  or  more;  the 
Dairy  Branch  felt  the  need  for  a  more  comprehensive  analysis  of  the  pro- 
posal before  adopting  it. 

The  TCMPA  also  proposed  to  lower  the  price  level  for  Class  II  milk 
by  adopting  new  mamxfacturing  allov^rances  and  yield  factors  in  the  butter- 
powder  formula.  These  new  factors  were  based  on  the  results  of  research 
studies  conducted  by  the  USDA,  and  were  designed  to  establish  a  price  for 
Class  II  milk  in  the  market  which  woiold  be  comparable  with  that  paid  for 
manufacturing  milk  by  plants  continguous  to  the  marketing  area.   The  Dairy 
Cooperative  Institute,  representing  a  group  of  Wisconsin  and  Minnesota 
man^ofacturing  plants  outside  the  area  of  the  Twin  City  order,  requested 
that  the  factors  in  the  formula  be  changed  s^af ficiently  to  reduce  the  local 
price  of  Class  II  milk  to  approximate  the  level  of  Class  17  prices  in 
Chicago.  The  two  classes  did  not  contain  comparable  products,  ho\^ever, 
so  the  USDA  adopted  the  original  TCMPA  proposals, 

(2)  A  classification  of  flavored  milk  and  flavored  milk  drinks  in 
hermetically  sealed  containers  as  Class  II  usage.  This  was  added  to 
classify  a  relatively  new  product  sold  in  the  marketing  area  by  the 
Rochester  Dairy  Cooperative  of  Rochester,  Minn, 

(3)  A  classification  of  all  umaccounted-f or  milk  (which  includes 
shrinkage)  as  Class  I  usage.   This  decision  constituted  a  change  from 
earlier  orders,  but  was  favored  by  all  parties  at  the  hearing  and  v;as 
adopted  as  part  of  the  order. 

(4)  A  clarification  of  the  status  of  producer-handlers  selling  skim 
milk  or  cream  to  other  handlers  in  the  area.   The  Dairy  Branch  proposed 
the  amendment  which  made  a  producer- handler  a  "producer"  \inder  the  order 
only  when  he  sold  whole  milk  to  another  handler.  Any  sales  of  skim  milk 

or  cream  to  another  handler  were  to  be  acco-;jnted  for  as  interhandler  trans- 
fers, and  were  to  be  outside  the  pricing  provisions  of  the  order, 

(5)  In  addition,  the  entire  order  v;as  renumbered  and  reissued  to 
conform  to  the  codification  system  required  by  the  Federal  Register. 

Proposals  Not  Adopted 

A  large  handler  in  the  market  (Franklin  Cooperative  Creamery)  pro- 
posed an  amendiient  that  would  have  put  cultured  buttermilk  or  flavored 
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milk  drinlcs  made  from  natixral  "b-ittermilk  churned  in  a  handler's  own  plant 
into  Class  II.  This  proponent  offered  the  only  testimony  in  favor  of  the 
reclassification  of  buttermilk,  and  was  cross-examined  at  len^^th  by  re-oro- 
sentatives  of  the  TCMPA,  the  USDA,  and  another  distributor  as  to  the  effects 
of  his  proposal.   The  other  distributor  in  his  tostimonj''  at  the  hearing, 
opposed  the  change  and  the  TCMPA  opposed  it  in  a  legal  brief  as  being  against 
the  basic  p^orposes  of  the  enablin^^  act  or  the  order.   It  was  not  made  a  part 
of  the  amended  order. 

Clover  Leaf  Creamerj'"  Comp?jiy  of  Minneapolis  asked  to  have  the  village 
of  Anoka  included  in  the  Minneapolis-St.  Paul  marketing  area,  principally 
because  it  had  recently  piirchased  a  business  in  that  community  and  'was  dis- 
tributing milk  there  in  competition  with  companies  that  were  not  subject  to 
the  pricing  and  regulatory  provisions  of  the  Tvrin  City  order.   Two  distrib- 
utors serving  Anoka  and  sm^ro^mding  area  opposed  the  inclusion  of  Anoka  into 
the  regulated  area;  they  emphasized  tliat  the  village  of  Anoka  was  isolated 
from  the  present  marketing  area  by  an  area  not  included  by  Clover  Leaf 
Creamery's  proposal.  The  TCMPA  also  asked  for  a  rejection  of  the  proposal 
in  its  legal  brief  filed  after  the  -oublic  hearing,  and  the  change  was  not 
made. 


Operating  Experience  Under  Federal  Order  No.  73 

-  Marketing  Services 

Beginning  in  November  19^5>  the  market  administr-ator  check-weighed 
and  check-tested  the  milk  delivered  to  proprietary  handlers  in  the  Twin 
City  market  by  producers  who  were  not  members  of  cooperatives.  No  facil- 
ities are  maintained  for  this  special  purpose;  the  act-aal  v;ork  involved  in 
collecting  samples  of  milk  and  checking  v;eights  is  performed  by  personnel 
of  the  Twin  City  Q,\iality  Control  Committee  and  t/ie  TCMPA  tinder  contract 
with  the  market  administrator.  Under  the  terms  of  the  contracts,  TCJ^A 
receives  a  nominal  s^jun  of  10  cents  a  sample  tested  and  the  Q,uality  Control 
Comirdttee  is  paid  amounts  claimed  by  the  committee  to  be  actual  operating 
costs.   Since  March  1,  19^9,  the  amount  has  been  ^0  cents  a  sample. 

Order  No,  73  require^  that  the  benefited  producers  bear  the  cost 
of  this  checking  service  bjr  paying  an  assessment  on  their  milk  shipped  into 
the  marketing  area.   Since  the  order  became  effective  in  November  19^5f 
this  rate  has  been  set  at  2  cents  a  hundredweight,  the  maxir.njun  rate  of 
assessment  permitted  •'jnder  the  order.   Table  7  shov;s  a  substantial  de- 
crease in  assessments  collected,  ranging  from  a  high  of  $13,838  in  19'^6 
to  $2,113  in  1950.  This  decrease  reflects  the  sharp  decline  in  the  voliirae 
of  milk  supplied  the  market  by  producers  not  members  of  cooperatives. 

Administrative  Assessments  Under  Order  No.  73 

The  e.)coense  of  administering  the  operations  of  the  Tv/in  City  milk 
order  has  been  borne  by  the  handlers  through  the  payment  of  an  administra- 
tive assessment  on  all  prod^icer  receipts  disposed  of  as  Class  I  milk.   The 
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The  maxiaum  assessment  permitted  by  the  order  is  2  cents  a  htmdredv.'eight, 
and  this  amount  actiially  was  charged  handlers  from  Hovemher  19^5  through 
April  JO,   19''^'9»  The  administrative  fund,  however,  hegan  to  accumulate 
sizable  operating  siorpluses  once  the  market  administrator's  office  was 
equipped  with  facilities,  and  the  assessment  rate  was  reduced  to  1-cent 
a  hundredweight  on  all  Class  I  producer  milk  on  May  1,  19^9.  That  rate 
continued  in  effect  throughout  1950. 

The  receipts  from  the  assessments  pay  the  salaries  of  the  market  ad- 
ministrator and  a  staff  of  nine  other  employees.  Five  of  these  employees 
are  accountants  who  conduct  monthly  audits  of  the  hooks  and  acco'>jtnts  of  all 
Tv;in  City  handlers  to  make  sure  that  they  have  made  proper  payments  and  ac- 
coionted  for  all  milk  received.  These  acco^mtants  are  assigned  to  audit  the 
accounts  of  different  handlers  at  regular  intervals,  and  are  supervised  by 
a  supervising  auditor  responsible  to  the  market  acbninistrator.  The  staff 
also  includes  a  statistician  who  calculates  the  class  prices  and  differ- 
entials provided  for  in  the  order  and  prepares  pertinent  statistical  data 
for  dissemination  to  authorized  market  interests  and  for  public  informa- 
tion. 

Table  8  shows  the  amount  of  income  received  by  the  market  adminis- 
trator from  handlers  through  the  administrative  assessment  and  the  purposes 
for  which  the  income  was  used.   Salaries,  of  course,  constitute  the  major 
expense  of  administering  the  order;  also,  sizable  sums  are  spent  on  travel 
and  automobiles,  rent,  and  milk-sampling  and  testing.  During  each  full 
year  of  operation  until  19^9  the  f-iond  accumulated  a  surplus  of  at  least 
$20,000  above  accrued  expenses.  The  operating  balance  of  about  $9^,5^0  on 
December  31 »  19^,  has  since  been  reduced  by  the  smaller  yearly  income  (and 
deficiency  of  income  over  expenses)  that  has  resulted  from  the  new  1-cent 
assessment  rate. 


I 
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Table  8,  —  Income,  eroenses,  and  recapitulation  of  the  Admin- 
istrative Fund,  Federal  Milk  Order  No.  73,  19^5-50  l/ 

IKCOME 


Year 


19^5  2/ 
19^6 
19-^7 
19^ 

19^9 
1950 


Assessments 


Other  incoiTie 


Total 


Dollars 

Dollars 

Dollars 

6.927.37 

6,927.37 

82.997.38 

199.37 

83.196.75 

77.126.1^ 

^.00 

77. 166. 14 

75,937.71 

220.00 

76.157.71 

5^.720.91 

519.73 

55.2^^0.64 

^,057.11 

1.7^2.69 

41,799.80 

EXPENSE 


:         ; Travel   : 
Year   :  Salaries  :and  auto-:  Milk 
j mobile   ;  samples 


Rent 


Other 


Total 


Dollars   Dollars 


Dollars   Dollars  Dollars 


Dollars 


1945  Z/  .  3.265.93  35.63  137.64  133.52  811.70  4,384.42 

1946  .  .  31.753.09  2.106.71  1.824.60  1.5S9.28  2.465.09  39.738.77 

1947  .  .  38.970.69  2.653.92  2,981.66  1.702.84  3.I35.67  49,444.78 

1948  .  .  42.884.41  3. 708. 76  3.272.70  2,4^^4.38  3,067.78  55,378.03 

1949  .  .  43,313.28  4,410.68  5,194.64  2,774.13  3.848.09  59. 540. 87 

1950  .  .  44,562.91  4.790.92  6.953.43  2.977.68  3.799.23  63.089.17 


HECAPITUL/VTION 

:   Operating  balance  as 

_J at  end  of  year 

Dollars 

19^^5  2/ 2,542.95 

1946 46,000.93 

1947 73.722.29 

19-'^ 94.501.97 

1949 85,143.08 

1950 2/   64,2$0.86 

1/   •A-ccr-.ial  basis, 

2/  November  3  -  December  Jl   only. 

3/  Includes  $397.15  unrecorded  assessment  income 


Excess  or  deficiency 
of  income  over.eroense 
Dollars 


2.542.95 
43.457.98 
27.721.36 
20,799.63 

4,300.23 
21.259.37 
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VIM.  ECONOMIC  ANALYSIS  OF  THE  FLUID  niLK  MARKET  BEFORE  AND 
DURING  TflE  PERICD  OF  FEDERAL  REGULATION 


Supply  of  Milk,  19l|6-$0  '  - 

One  of  the  basic  purposes  of  the  act  authorizing  Federal  milk  orders 
is  to  fix  such  producer  prices  as  will  "insure  a  sufficient  quantity  of 
pure  and  wholesome  milk."  Tables  9  and  10  indicate  the  total  amount  of 
milk  supplied  the  Twin  City  marketing  area  from  19U6  through  19^0,  and 
from  what  sources  the  milk  came.  Total  market  receipts  decreased  annu- 
ally between  19U6  and  19i48,  but  have  increased  considerably  since  191*9 • 
Several  trends  are  of  particular  significance: 

(1)  Cooperative  associations  of  milk  producers  have  supplied  an 
increasingly  large  share  of  the  needs  of  the  Twin  City  market. 

(2)  The  TCMPA  had  been  able  continually  to  increase  its  share  of 
the  total  milk  supplied  the  local  fluid  market  (ovm  production  plus  pur- 
chases from  members  of  other  cooperatives)  until  19^0.  During  1950  other 
cooperative  associations  of  producers  began  to  supply  distributors  who 
formerly  purchased  milk  from  the  association. 

(3)  The  substantial  decline  in  the  importance  of  those  producers 
not  members  of  cooperative  associations  and  of  those  farms  owned  by  dis- 
tributors. 

(k)   The  increase  in  the  amount  of  producer  milk  supplied  the  mar- 
ket since  19i48o  7/ 

Supply  of  Milk 3  TCMPA >  1920-50 

An  indication  of  the  long-run  trend  in  milk  production  for  the 
local  fluid  market  can  be  obtained  by  examining  the  data  in  table  11. 
These  data  indicate  the  total  volume  of  milk  handled  by  the  TCMPA  each 
year  from  1920  through  1950  and  the  proportion  of  this  production  that 
was  sold  for  fluid  uses  by  Twin  City  distributors.  Except  in  1932  the 
TCMPA  has  supplied  all  ihe   large  distributors  with  their  fluid  milk  needs 
since  about  1923>  and  the  volume  sold  to  distributors  generally  repre- 
sents about  75  to  85  percent  of  the  volume  of  milk  consumed  in  the  market 
during  these  years.  On  this  basis,  the  amount  of  milk  supplied  the  mar- 
ket by  TCMPA  has  more  than  doubled  from  215  million  pounds  in  1923  to 
51i9  million  in  1950.  Although  this  trend  in  volume  of  milk  available 
to  the  market  has  been  continually  upward,  it  leveled  off  somewhat  be- 
tween 1930  and  1937  and  increased  rapidly  during  191*5  and  19U6  and  19k9* 

2/  Order  No.  73  does  not  differentiate  between  Grade  A  milk  and  milk 
used  only  for  manufacturing  puiposes;  hence  it  is  difficult  to  estimate 
how  much  of  the  increase  in  producer  milk  is  actually  Grade  A  milk  avail- 
able for  distribution  to  consumers. 
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Table  11.— Disposition  of  milk  handled.  Twin  City  Milk 

Producers  Association,  1920-50 


:     Volume  of   : 

Quantity     : 

Quantity     : 

Percentage 

:  Percentage 

Year 

:          milk          : 

sold  as        i 

manufactured: 

sold  as 

:manufactured 

:       handled     : 

fluid  milk   ; 

as  surplus    : 

fluid  milk 

:  as  surplus 

:       Poimds 

Pounds 

Po'opds 

Percent 

Percent 

1920 

:     97,303,379 

78,218,850 

19,084,529 

80.4 

19.6 

1921 

;  U7,031,303 

98,242,331 

48,788,972 

66.8 

33.2 

1922 

:   161,502,871 

116,751,838 

44,751,033 

72.3 

27.7 

1923 

:  215,035,772 

1/(0,010,056 

75,025,716 

65.1 

34.9 

1924 

:  252,053,926 

U3, 521,773 

108,532,153 

56.9 

43.1 

1925 

!  279,521,109 

150,435,501 

129,085,608 

53.8 

46.2 

1926 

:  297,226,178 

148,203,976 

149,022,202 

49.9 

50.1 

1927 

!  296,416,296 

150,711,362 

U5, 704,934 

50.8 

49.2 

1928 

:  315,264,795 

155,137,504 

160,127,291 

49.2 

50.8 

1929 

i  347,880,437 

157,261,703 

190,618,734 

45.2 

54.8 

1930 

!  370,826,637 

161,907,661 

208,918,976 

43.7 

56.3 

1931             I 

.  363,487,501 

155,776,287 

207,711,214 

42.9 

57.1 

1932 

!  363,846,571 

151,755,717 

212,090,854 

a.7 

58.3 

1933 

!  373,965,325 

177,774,813 

196,190,512 

47.5 

52.5 

1934 

!  374,042,953 

168,U7,952 

205,895,001 

45.0 

55.0 

1935 

.  350,733,327 

176,614,759 

174,118,568 

50.4 

49.6 

1936 

388,888,603 

182,805,274 

206,083,329 

47.0 

53.0 

1937             : 

386,901,044 

185,235,531 

201,665,513 

47.9 

52.1 

1938             : 

418,771,755 

182,904,827 

235,866,928 

43.7 

56.3 

1939             : 

a3,234,718 

186,881,559 

226,353,159 

45.2 

54.8 

1940             i 

433,522,484 

186,070,874 

247,451,610 

42.9 

57.1 

19a 

446,770,919 

190,370,276 

256,400,643 

42.6 

57.4 

1942             ! 

>  450,598,898 

202,921,267 

247,677,631 

45.0 

55.0 

1943             : 

457,897,737 

254,280,596 

203,617,141 

55.5 

44.5 

1944             : 

460,794,336 

262,137,848 

198,656,488 

56.9 

43.1 

1945             : 

504,065,051 

284,226,697 

219,838,354 

56.4 

43.6 

1946             : 

525,159,256 

301,461,873 

223,697,383 

57.4 

42.6 

1947             : 

517,938,861 

288,352,823 

229,586,038 

55.7 

44.3 

1948             : 

511,812,360 

298,742,033 

213,070,322 

5S.4 

a. 6 

1949             : 

554,630,968 

310,936,263 

243,694,705 

56.1 

43.9 

1950             : 

549,126,379 

321,670,917 

227,455,462 

58.6 

41.4 

Compiled  from  records  of  the  Twin  City  Milic  Producers  Association, 
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Although  these  data  indicate  that  the  total  annual  volume  of  ndlk  shipped 
to  the  market  is  greater  than  actual  Class  I  sales,  the  seasonality  of 
this  production  creates  a  serious  problem.  For  a  coiT5)lete  discussion 
of  this  problem  see  the  section  headed  "Seasonality  of  Milk  Production." 

Number  of  Producers,  19U6-$0 

The  number  of  producers  in  the  Twin  City  market  declined  consider- 
ably during  the  first  full  year  of  operation  of  Federal  Order  No.  73 
(19U6).  Between  19U6  and  19li9  it  declined  only  slightly;  about  ^,$00 
to  5,900  farmers  regularly  supplied  the  milk  requirements  of  the  metro- 
politan consumption  area.  During  most  of  the  months  since  March  1950 
the  total  number  of  producers  has  increased  as  additional  producer  co- 
operatives entered  the  market.  The  consistent  decrease  in  the  number 
of  producers  not  members  of  cooperatives  accounted  for  a  considerable 
part  of  the  decline  in  19ii6  and  19U7,  although  this  has  been  partially 
offset  by  the  number  of  cooperative  creameries  which  have  entered  the 
market  since  19U7,  A  part  of  the  fluctuation  in  producer  numbers  also 
is  due  to  the  entry  and  subsequent  withdrawal  of  outlying  cooperatives 
that  occasionally  supply  cream  to  handlers  and  candy  manufacturers. 
This  entry  and  withdrawal  of  cooperatives  was  particularly  noticeable 
during  191^6, 

The  Twin  City  Milk  Producers  Association  members  made  up  about  75 
to  85  percent  of  the  producers  in  the  market  from  year  to  year  since 
1923  and  they  supplied  about  the  same  proportion  of  the  milk  needs. 
Column  1  of  table  12  shows  the  difficulty  experienced  by  the  association 
in  maintaining  the  number  of  member-shippers  to  the  market.  The  number 
of  such  shippers  has  declined  almost  consistently  from  month  to  month, 
and  at  periodic  intervals  the  association  has  had  to  purchase  adjacent 
plants  to  retain  the  number  of  producers  required  to  maintain  volume. 
The  remainder  of  market  supplies  come  from  nonmanber  producers,  from  pro- 
ducers who  bottle  and  distribute  their  own  production,  and  from  farms 
owned  and  operated  by  the  distributors.  All  these  groups  have  tended 
to  decrease  in  importance]  the  number  of  nonmember  producers  decreased 
from  an  average  of  667  in  19li6  to  U3  in  1950  and  the  number  of  fanns 
owned  and  operated  by  distributors  decreased  from  10  to  5  during  the 
same  period. 

Number  of  Producers.  1920-50 

Table  13,  compiled  from  information  supplied  by  the  health  depart- 
ments of  Minneapolis  and  St,  Paul,  shows  that  the  number  of  farm  pro- 
ducers under  inspection  and  with  permits  to  supply  the  St,  Paul  market 
remained  fairly  constant  from  1930  through  19l4i,  never  exceeding  1,500 
farmers  nor  falling  below  l,IiOO,  Beginning  in  19U5>  however,  the  number 
of  producers  licensed  by  the  St,  Paul  Bureau'  of  Health  declined  to  a  low 
of  1,200  in  191*8,  Minneapolis  has  no  record  of  permits  issued  before 
1937,  but  since  that  time  the  number  of  licensed  producers  has  also 
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Table  12, — Nuraber  of  producers  supplying  milk  to  the  Minneapolis-St.  Paul 
marketing  area,  classified  according  to  membership  in  coopera- 
tive associations  or  type  of  nonmember  status,  by  months,  1946-50 


Year          ' 

Tv/in  City: 

Other  cooperative 

*   Distri- 

O  T*l  "^                                      * 

Milk        : 

associations 

»•      Vm'*'rtV*G  1          * 

,  Nonmember   : 

Total 

anci 
month 

Producers : 

Number  of 

: Number  of 

"        UU  oOl 0 

'own  farms 

! producers   : 

producers 

Assn.      : 

assns. 

: producers 

Nuii>l??r 

Nuiaber 

Number 

Number 

Numbe;* 

Number 

19^'t6               : 

January       : 

4,760 

7 

1,437 

10 

619 

6,826 

sPebruary     : 

4,744 

6 

1,266 

10 

674 

6,694 

March            ; 

4,693 

5 

936 

10 

679 

6,323 

April 

.       4,657 

5 

922 

10 

650 

6,239 

May                : 

4,653      . 

6 

1,268 

10 

682 

6,613 

June              : 

4,662 

5 

924 

10 

700 

6,296 

July              : 

5 

1,161 

10 

676 

6,471 

August          i 

4,634 

3 

610 

10 

657 

5,911 

September   ! 

4,626 

5 

1,170 

10 

665 

6,471 

October 

4,626 

4 

936 

10 

713 

6,285 

November     ! 

.       4,626 

5 

1,344 

10 

660 

6,640 

December 

4.606 

3 

589 

10 

627 

5.832 

Average 

:.... ..4,660  _ 

4,9 

1.047 

10 

667 

6.383 

1947 

January 

:       4,550 

3 

585 

10 

632 

5,777 

February 

t       4,554 

3 

590 

10 

549 

5,703 

l^larch 

4,564 

3 

604 

10 

544 

5,722 

April            i 

:       4,502 

4 

827 

10 

533 

5,872 

May                ! 

:       4,501 

4 

825 

10 

542 

5,878 

June 

:       4,a7 

3 

711 

10 

547 

5,685 

Jr.ly 

.       4,424 

3 

700 

10 

535 

5,669 

August 

:       4,339 

3 

701 

10 

580 

5,680 

September 

t       4,352 

3 

699 

11 

385 

5,447 

October 

>       4,296 

3 

697 

11 

346 

5,350 

November     : 

.       4,2U 

3 

682 

11 

276 

5,183 

December 

:       4.202 

3 

672 

11 

265 

5.150 

Average 

!        4.414 

3.2 

691 

10 

478 

5.593 

194s 

January 

i       4,199 

3 

617 

11 

275 

5,102 

Febnaary 

:       4,179 

3 

632 

11 

272 

5,094 

March 

;       4,188 

3 

633 

6 

273 

5,100 

ApriJ 

:       4,350 

3 

679 

6 

271 

5,306 

May 

t       4,315 

3 

710 

6 

271 

5,302 

June 

:       4,701 

5 

1,022 

6 

150 

5,879 

July 

i       4,675 

5 

1,004 

6 

U8 

5,833 

Aug^ost 

:       4,619 

5 

1,002 

6 

165 

5,792 

September 

:       4,574 

5 

1,005 

6 

166 

5,751 

October 

:       4,512 

5 

1,016 

6 

166 

5,700 

November 

4,486 

5 

1,019    . 

6 

174 

5,685 

Decer.iber 

I        4.452 

5 

1.029 

6 

174 

5.66; 

Av  erage 

:       4.4^B 

4.2     . 

864_,,, 

7 

209 

..^»517 

Continued- 
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Table  12, — Nuraber  of  producers  supplying  milk  to  the  Minneapolis-St.  Paul 
marketing  area,  classified  according  to  membership  in  coopera- 
tive associations  or  type  of  nonmember  status,  by  months,  1946-50 

-Continued 


Year 

:  Twin  City: 
!   Milk   ; 
;  Producers: 

Other  cooperative  , 
associations 

;  Distri- 
'  butors ' 
own  fai'ins 

:  Normenber  : 
: producers  : 

TotAl 

ana 
month 

Number  of 

: Number  of  . 

producers 

Assn.   : 

assns. 

:Droducers  . 

•         • 

Number 

Number 

Number 

Number 

Numbep 

194?. 

January 

:   4,399 

5 

1,012 

6 

176 

5,593 

February 

i       4,477 

5 

i,ou 

6 

217 

5,7U 

March 

:   4,454 

5 

1,045 

6 

216 

5,721 

April 

!   4,426 

5 

1,037 

6 

118 

5,587 

May 

!   4,404 

5 

1,033 

6 

119 

5,562 

June      ! 

;   4,400 

5 

1,055 

6 

106 

5,567 

July 

!   4,355 

6 

1,271 

6 

121 

5,753 

August 

:   4,340 

6 

1,241 

5 

121 

5,707 

September 

I       4,306 

6 

1,248 

5 

122 

5,681 

October 

!   4,304 

6 

1,249 

5 

48 

5,606 

November  . 

!   4,271 

6 

1,252 

5 

49 

5,577 

DecRmber 

i       4,16/. 

6 

1.257 

5 

49 

5.475 

Average 

!   A. 358 

5.5 

1.14.3 

6 

122 

5.629 

;l?5o 

January 

i   4,250 

6 

1,232 

c 

42 

5,529 

February 

!   4,239 

6 

1,227 

5 

42   - 

5,513 

March 

!   4,199 

6 

1,271 

5 

44 

5,519 

April 

!   4,278 

6 

1,266 

5 

43 

5,592 

May 

:   4,267 

7 

1,828 

5 

44 

6,144 

June     ! 

.   4,227 

7 

1,759 

5 

43 

6,034 

July 

!   4,243 

7 

1,752 

5 

43 

6,043 

August    ! 

.   4,429 

5 

1,297 

5 

43 

5,774 

September 

.   4,189 

5 

1,278 

5 

43 

5,515 

October   ! 

•   4,140 

7 

1,661 

5 

44 

5,850 

November  . 

.   4,127 

7 

1,693 

5 

45 

5,870 

December  : 

A. 084 

8 

1.884 

6.017 

Average  ! 

4.222 

6.4 

i^512.  ^ 

c 

4? 

5.78^ 

Compiled  from  reports  to  the  l-lsurket  Administrator, 
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Table  13* — Number  of  farm  producers  under  inspection, 
Minneapolis  and  St.  Paul,  1929-50 


Year 

;       St.   Paul 

i     I4inneapolis   \ 

Total 

!          Number 

Number 

Niiiaber 

1929 

i            1,700 

1930                     i 

!           1,500 

1931 

i           1,500 

1932                     1 

5           1,480 

1933                     i 

I           1,400 

193^ 

i           1,498 

1935 

!          1,455 

1936 

1/ 

1937                    ! 

!           1,410 

2,712 

4,122 

1938 

i           1,440 

2,321 

3,761 

1939 

!           1,456 

2,307 

3,763 

1940                     ! 

!           1,400 

2,156 

3,556 

19a                    1 

!                1,425 

1,974 

3,399 

1942                    i 

1                1,432 

2,155 

3,587 

1943                    J 

1       i,a7 

2,309 

3,726 

1944                     ! 

!                1,420 

2,278 

3,698 

1945                     ! 

!           1,350 

2,107 

3,457 

1946                    ; 

!           1,310 

2,051 

3,361 

1947                      ! 

!           1,280 

1,961 

3,2a 

1948                    i 

I           1,200 

1,735 

2,935 

1949                    i 

1/ 

2,632 

—- . 

1950                      ! 

i/ 

2,524 

— — 

1/  Not  available. 

Compiled  from  data  supplied  by  the  health  departments  of 
Minneapolis  and  St.  Paul. 
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declined  annually  except  in  19^2,  19U3,  and  19i*9..  During  19ii2  and  19ii3 
about  1^0  additional  permits  were  issued  each  year;  the  largest  increase 
came  during  191|9  when  approximately  900  new  permits  were  issued.  When 
the  two  cities  are  considered  as  a  unit,  the  number  of  farms  under  in- 
spection has  decreased  from  a  maximum  of  U>122  in  1937  to  a  minimum  of 
2,935  in  19U8.  8/ 

Table  lU  shows  the  trends  in  the  number  of  TCMPA  manbers  who  have 
shipped  milk  and  cream  to  the  market  since  1929;  again  the  long-range 
decline  in  the  number  of  producers  is  evident.  At  the  same  time  that 
the  number  of  producers  in  the  market  has  declined,  the  amount  of  milk 
consumed  in  the  Twin  City  market  has  increased.  The  metropolitan  demand 
for  milk  has  been  met,  therefore,  not  by  increasing  the  number  of  pro- 
ducers, but  by  increasing  the  amount  of  milk  produced  on  each  farm, 

.  Shifts  in  Number  and  Location  of  Dairy  Farms 

One  of  the  principles  observed  in  promulgating  milk  orders  is  that 
an  adequate  supply  of  >^olesome  milk  can  be  made  available  to  a  marketing 
area  by  insuring  the  relative  profitableness  of  such  production  relative 
to  adjacent  fluid  markets,  other  milk  products,  and  competing  farm  enter- 
prises. 

Table  15  shows  the  changes  that  have  taken  place  in  the  number  and 
location  of  dairy  farms  during  the  period  of  Federal  regulation  of  the 
local  fluid  maricet.  Section  A  of  the  table  covers  the  seven  counties  in 
Minnesota  that  lie  entirely  within  a  UO-mile  circle  of  the  Twin  Cities 
(and  that  are  usually  considered  the  milkshed  proper);  Section  B  presents 
the  same  data  for  nine  other  counties  that  lie  in  a  circle  surrounding 
the  seven  counties  that  comprise  the  principal  milkshed,  (See  fig,  U«) 
The  final  portions  of  the  table  give  the  same  data  for  the  remainder  of 
the  counties  in  the  State  and  the  entire  State  as  a  unit. 

In  1933>  163, U85  farms  in  the  State  of  Minnesota  reported  cows  kept 
for  milk  and,  except  for  increases  of  more  than  U,000  such  farms  in  1935 
and  additional  increases  in  1939  and  19U1>  this  number  has  declined  each 
year  since  that  time.  By  1950,  only  133*677  farms  reported  that  they 
were  keeping  dairy  cows.  The  7  counties  lying  entirely  within  the  milk- 
shed showed  a  similar  but  more  marked  decline  in  the  number  of  dairy  herds; 
there  the  number  decreased  from  11,156  in  1933  to  7,726  in  1950,  In  this 
milkshed  area,  there  was  no  increase  in  1939  and  19U1  as  there  was  in  the 

y/  The  discrepancy  between  the  number  of  producers  licensed  by  the 
health^departments  of  the  Twin  Cities  and  the  number  of  producers  in  the 
market  as  reported  by  the  Federal  milk  market  administrator  is  explained 
by  the  fact  that  cream  producers  do  not  need  health  department  inspection 
permits  to  sell  cream  in  either  city.  Thus,  when  outlying  creameries 
obtain  cream  outlets  in  the  Twin  Cities,  they  become  subject  to  the  Federal 
order  smd  their  members  are  included  in  the  statistical  coiT5)ilations  of 
the  irarket  administrator. 
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Table  14, — Number  of  milk  and  cream  shippers,  and  average 
size  of  daily  shijxnent.  Twin  City  Milk 
Producers  Association,  1929-50 


Milk 

Cream 

Year 

[   Shippers 

:  Average  size 

:   of  shipment 

\   Shippers 

:  Average  sise 

;  of  shipment 

Pounds 

Pounds  of 

!  Number 
'.       5,731 

of  milk 
167 

Number 
615 

butt erf at 

1929 

5.0 

1930 

!   5,982 

170 

613 

5.1 

1931 

!   5,866 

170 

761 

5.1 

1932 

;   5,872 

170 

641 

5.1 

1933 

:   5,801 

178 

660 

5.3 

1934 

!   5,889 

174 

507 

4.6 

1935 

.   5,812 

'  165 

462 

4.5 

1936    : 

5,864 

179 

433 

5.0 

1937    ; 

5,676 

187 

352 

4.8 

1938    : 

5,697 

201 

357 

5.3 

1939 

5,282 

2U 

387 

5.5 

1940 

.   5,240 

226 

326 

•   5.7 

1941    i 

5,162 

236 

288 

6.3 

1942    : 

5,079 

2a 

198 

5.7 

1943 

.   5,021 

238 

148 

5.4 

1944 

.   4,954 

246 

95 

4.8 

1945    : 

4,843 

274 

1/ 

1946    : 

4,660 

295 

1947    ! 

.   4,4U 

310 

1948    ! 

4,438 

311 

1949    i 

4,358 

336 

1950    i 

4,223 

349 

1/  Discontinued  receiving  cream  after  first  5  months. 

Compiled  from  records  of  the  Twin  City  Milk  Producers 
Association  and  the  Market  Administrator. 
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Figure  5'.  Location  of  seven-  and  nine-county  areas  su  rroundi  ing 
the  Twin  City  fluid  milk  market. 
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other  areas  of  the  State*     In  the  l6-county  area,  the  number  of  dairy- 
herds  declined  from  30,736  in  1933  to  23,729  in  19^0,  although  this 
larger  area  experienced  slight  increases  in  1935,   1939,   and  19U1. 
Expressed  in  another  way,  there  has  been  a  greater  relative  decline  in 
the  milkshed  area  than  in  the  entire  State  in  the  number  of  farms  that 
report  dairy  cows  kept  for  milk.     In  1935,   the  7  counties  that  comprise 
the  principal  milkshed  had  6.3  percent  of  the  State  dairy  farms,  but 
this  percentage  has  continued  to  decrease  each  yearj  by  1950  this  area 
contained  only  5«8  percent  of  the  dairy  farms.     The  same  trend  holds 
for  the  larger  l6-county  area  surrounding  the  Twin  Cities,  vrfiere  the 
portion  of  the  States'   dairy  farms  fell  from  18.3  percent  in  1933  to 
17.8  percent  during  19ib7-50. 

Shifts  in  the  ^fumber  and  Location  of  Dairy  Cows 

The  trend  in  the  numbers  of  dairy  cattle  in  the  milkshed  and  in 
the  State  has  followed  a  more  varied  course.     For  the  State  as  a  whole, 
during  the  period  from  1933  to  19U3,  the  number  of  dairy  cattle  ranged 
from  1,703, Jhh  in  193U  to  1,U91,737  in  1938.     Since  19U3  the  number  con- 
sistently has  decreased  to  a  minimum  of  1,237,901  head  in  1950.     On  the 
other  hand,   the  peak  in  cattle  numbers  in  the  fluid  milkshed  areas  was 
reached  a  year  later  than  in  the  State,  and  the  declines  in  cattle  num- 
bers in  this  area  since  I9UI4  have  not  been  as  marked  as  for  the  entire 
State,     (See  table  16.)     This  shift  in  cattle  population  is  made  clearer 
by  noting  that  all  the  dairy  cows  in  the  immediately  surrounding  7-county 
area  coir^rised  7.2  percent  of  the  State  cattle  population  in  1933;   since 
that  time  this  proportion  has  increased  almost  continuously  until  in 
1950  8.5  percent  of  the  State's  dairy  cattle  were  concentrated  in  this 
area.     Similar  data  for  the  contiguous  9-county  area  show  that  whereas 
13.2  percent  of  the  State's  cattle  were  concentrated  in  this  area  in 
1933,   the  continuing  shifts  increased  the  proportion  to  15.1  percent  in 
19ii9.     As  a  result,   an  additional  3-1  percent  of  the  State's  dairy  cattle 
kept  for  milk  have  been  concentrated  in  the  l6-co\mty  area  surrounding 
the  Twin  City  fluid  milk  market. 


Trends  in  Size  of  Dairy  Herds  in  State  and  in  Milkshed  Areas 

Table  17  presents  certain  compilations  from  basic  data  collected 
by  tax  assessors  and  published  in  aggregates  as  a  State  Farm  Census  for 
each  year  since  1933.     These  data  indicate  the  changes  that  have  taken 
place  in  the  average  size  of  the  milking  dairy  herds  in  Minnesota 
counties,  and  permit  a  coirparison  of  the  wi  thin-milk  shed  counties  with 
the  more  outlying  areas  and  with  the  State  averages. 

I  The  average  size  of  dairy  herd  in  the  two  areas  decreased  in  1935, 

but  increased  annually  since  that  time  and  reached  a  peak  in  I9kh  and 
19U5.     The  fluid  milkshed  (nearby  7-county  area)  maintained  its  peak 
size  of  herd  through  19U7.     For  the  State  as  a  whole,  the  average  size 
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of  a  dairy  herd  increased  from  9o2  cows  in  1^36  to  a  maximmn  of  10.6  cows 
in  19i4ii>  and  thereafter  steadily  declined  in  size  to  9.2  cows  in  19U9. 
The  herds  in  the  7-county  fluid  milkshed  increased  in  size  from  10.1  cows 
in  1935  to  a  level  of  13.6  cows  from  19U5  through  19U7.  These  herds  de- 
creased in  size  to  13«2  cows  in  19U8,  but  increased  again  to  13.6  cows 
by  1950. 

The  important  shifts  that  have  taken  place  are  made  more  apparent 
by  comparing  the  differences  in  the  size  of  herds  for  the  years  between 
1933  and  1950  as  indicated  in  the  lower  section  of  table  17.  During  1933 
to  1935>  for  example,  the  7-county  fluid  milkshed  and  the  9-county  area 
both  had  dairy  herds  that  were  practically  identical  in  size  with  the  State 
average  and  with  the  remaining  counties  in  the  State,  Since  1935  the  herds 
in  the  two  milkshed  areas  increased  in  size  relative  to  the  State  average 
until  by  1950  the  9-county  area  dairy  farms  averaged  2,3  more  cows  per 
herd  and  the  7-county  fluid  milkshed  farms  averaged  U.3  more  milking  cows 
per  herd  than  the  State  average.  When  the  16  counties  sire  considered  as 
a  unit,  the  dairy  herds  in  1950  contained  about  3  more  cows  than  the  average- 
sized  herd  for  the  State,  (See  figure  5.)  If  the  influence  of  the  milk- 
shed areas  on  the  State  average  is  eliminate!  by  comparing  the  size  of 
dairy  herds  in  the  milkshed  proper  with  the  size  of  herds  in  the  counties 
of  the  State  outside  the  two  production  areas,  the  shift  is  still  more 
pronounced.  Although  the  difference  in  size  of  herd  between  the  milkshed 
areas  and  the  remainder  of  the  State  was  less  than  one  cow  in  1935>  by 
l9Uy  farms  in  the  milkshed  proper  averaged  U.72  more  cows  for  each  milking 
herd. 

This  increase  in  the  proportion  of  the  State's  dairy  cattle  popula- 
tion that  now  is  concentrated  in  the  l6-county  area  surrounding  the  Twin 
City  market,  together  with  the  greater  increases  in  the  average  size  of 
milking  herd  in  tne  milkshed  areas  than  in  other  areas  of  the  State,  sug- 
gest that  the  production  of  fluid  milk  for  the  Twin  City  market  was  rela- 
tively more  profitable  than  in  the  remainder  of  the  State,  However,  these 
trends  probably  were  influenced  by  two  other  developments:   (1)  A  growing 
disadvantage  for  dairymen  who  depended  upon  butter  as  an  outlet  for  their 
production,  vriiich  was  reflected  in  declining  dairy  cattle  numbers  in 
other  West  North  Central  States  as  well  as  Minnesota,  and  (2)  a  stiffen- 
ing of  Grade  A  requirements  in  the  fluid  market,  which  had  the  effect  of 
increasing  the  advantage  of  large  herds  over  small  herds. 

Volume  of  Milk  Shipped  Per  Producer 

The  long-range  decrease  in  the  number  of  producers  supplying  the 
fluid  milk  requirements  of  the  Twin  Cities  has  been  offset  to  a  consider- 
able extent  by  increases  in  the  volume  of  milk  delivered  by  each  shipper. 
The  data  previously  presented  indicate  that  these  larger  daily  shipments 
of  each  producer  are  the  result  of  larger  herds  in  the  last  few  years  as 
well  as  sizable  increases  in  the  productivity  per  cow.  The  TCMPA  has  been 
the  principal  supplier  of  milk  for  the  metropolitan  consuming  area,  and 
its  records  supply  basic  data  from  which  the  trend  in  size  of  daily  milk 
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shipinents  per  producer  in  the  Twin  City  market  can  be  traced.     These  data 
are  presented  in  table  lU  and  figure  6,  and  indicate  the  sizable  increases 
in  volume  from  16?  pounds  of  milk  a  day  in  1929  to  3ii9  pounds  a  day  by 
19^0.     Similar  data  are  presented  for  cream  shipments  up  to  the  time  the 
association  discontinued  receiving  cream  in  19U5«     It  is  of  some  signifi- 
cance that  the  amount  of  milk  shipped  to  the  market  by  each  producer 
showed  such  a  consistent  upward  trend  over  such  a  span  of  years. 

More  detailed  data  for  all  types  of  producers  are  available  for  the 
period  since  19U6,   and  these  indicate  similar  trends   (see  table  18),     All 
producer  shipments  averaged  28?  povinds  per  day  during  19ii6,  and  were  in- 
creased to  322  pounds  per  day  in  195o#     Some  other  significant  trends 
are  indicated  in  this  table.     For  example,  the  TCMPA  members  ship  signif- 
icantly larger  daily  quantities  of  milk  than  do  members  of  other  producer 
cooperatives  in  the  market,  although  this  fact  is  not  too  readily  appar- 
ent from  comparing  columns  1  and  k  of  table  18  because  the  figures  in 
column  1  contain,  and  thus  are  weighted  by,  those  in  column  U»     To  a  con- 
siderable extent,   this  difference  in  member  volume  can  be  attributed  to 
the  fact  that  TCMPA  members  have  specialized  in  fluid  production  for 
more  than  30  years,  and  during  that  time  they  have  been  influenced  by 
educational  programs  and  price  incentive.     Most  of  the  other  producer 
cooperatives  are  relatively  new  in  the  Twin  City  market,  and  their  mem- 
berships include  smaller-scale  producers  who  have  not  conpletely  adjusted 
operations  to  a  long-time  share  of  the  fluid  milk  market. 

Another  significant  change  is  the  increase  in  the  size  of  daily 
milk  shipments  by  farmers  who  are  not  menfcers  of  any  producers  coopera- 
tive.    As  already  noted,  the  number  of  these  producers  suppljring  the 
market  has  decreased  sharply  since  the  Federal  order  became  operative 
in  the  Twin  City  marketj  those  who  have  remained  in  the  market  make 
significantly  larger  shipments  than  most  other  producers.     All  nonmeanber 
producers  shipped  about  the  same  daily  volume  as  TCMPA  and  cooperative- 
member  shippers  in  19U6,  but  in  19U8,   for  example,  th^  averaged  U20 
pounds  a  day,  whereas  all  cooperative  members  shipped  296  pounds  and 
TCMPA  members  shipped  311  pounds. 

The  largest  daily  shipments  come  from  distributors'   own  farms  and 
reflect  the  influence  of  greater  specialization.     In  lyU6  these  farms 
shipped  an  average  of  1,371  pounds  of  milk  a  day,   in  contrast  to  the 
market  average  of  257  pounds.     By  19li8  the  respective  volumes  had  in- 
creased to  1,778  and  301  pounds,  possibly  indicating  a  relatively  greater 
response  to  higher  fluid  prices  by  the  distributor-owned  farms.     In  19^0 
the  respective- volumes  averaged  1,567  and  322  pounds.     Available  data 
do  not  indicate  whether  this  increase  in  the  average  volume  delivered 
from  nonmanber  and  distributor-owned  farms  was  due  to  an  increase  in 
actual  size  of  shipments  from  such  producers,  or  whether  it  may  be  attrib- 
uted to  the   fact  that  most  of  the  small  producers  left  the  market  and 
large  shippers  remained  after  19 U6.     In  the  latter  case,   the  average 
would  have  increased  even  if  producers  merely  had  maintained  shipments 
of  the  size  they  previously  had  delivered. 
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Table  18.— Size  of  average  daily  deliveries  per  producer,  by  type  of 

producer,  by  months,  194-6-50 


Year    : 

All       ! 

Distributors: 

All 

and     : 

cooperative ! 

ovn           : 

Nonmembers  : 

TCMPA   : 

producers 

month   ; 

members   : 

farm    ; 

jr 

Pounds 

founds 

PovLnfis 

Pounds 

Pounds 

1946:       i 

January     s 

288 

1,354 

354 

298 

296 

February    : 

312 

-   1,361 

335 

319 

316 

March       : 

329 

1,446 

332 

338 

331 

April      s 

345 

1,541 

341 

357 

346  - 

May        J 

.    361 

1,541 

346 

376   - 

361 

June       ! 

359 

1,523 

317 

371 

356 

July       ! 

293 

1,398 

264 

309 

292 

August      ! 

226 

1,329 

202 

234 

225 

September   ! 

194 

1,250 

174 

208 

193 

October     ; 

I    209 

1,216 

205 

217   ^ 

210 

November    i 

229 

1,2a 

264 

233 

234 

December    : 

274 

1,248 

315 

276 

280 

Average    ! 

!    285 

1.371 

286 

295 

287 

19475 

January     ! 

:    322 

1,277 

324 

326 

324 

February 

i         350 

1,363 

391 

357 

355 

March 

!    366 

1,462 

397 

375 

371 

April      ! 

i        363 

1,532 

396 

381 

368 

May 

I        362 

1,586 

387 

-  382 

367 

June 

I        374 

1,584 

363 

393 

375 

July 

t        299 

1,309 

292 

316 

300 

August 

I        217 

1,106 

194 

232 

217 

September 

:    204 

1,018 

212 

216 

206 

October 

I         210 

-  1,072 

265 

220 

215 

November 

i         233 

1,172 

325 

241 

240 

December 

i         278 

1.229 

404 

286 

287 

Average 

:    299 

1.309 

329 

310 

303 

1948: 

January 

\         31s 

1,262 

445 

324 

327 

February 

i         341 

1,335 

484 

349 

351 

March 

:    356 

1,957 

495 

366 

365 

April 

!    357 

2,066 

502 

372 

367 

May 

i        385 

2,176 

523 

403 

394 

June 

t        339 

2,054 

448 

359 

343 

July 

:    266 

1,873 

373 

283 

270 

August 

:    226 

1,757 

309 

2A2 

230 

September 

:    205 

1,639 

287 

221 

209 

October 

5    218 

1,673 

3a 

233 

223 

November 

!    249 

1,716 

385 

263 

255 

December 

I         297 

1.82A 

450 

312 

303 

Average 

i         296 

..  ..1*77$ 

42Q 

311 

301 

I 


Continued- 
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Table  18.— Size  of  average  daily  deliveries  per  producer,  by   type  of 

producer,  by  months,  1946-50  -continued 


Year     : 

All    s 

Distributors: 

All 

and      : 

cooperative i 

own     : 

Nonmembers  : 

TCMPA 

producers 

month    : 

members  \ 

farm    : 

Pounds 

Pounds 

gounds 

Pounds 

Pounds 

1949:        ! 

January     ; 

339 

1,749 

500 

355 

346 

February    ; 

364 

1,469 

479 

380 

369 

March       . 

\         386 

1,620 

501 

408 

391 

April       1 

i         392 

1,679 

620 

416 

398 

May 

I         404 

1,738 

616 

429 

410 

June 

:    362 

1,576 

631 

3S8 

368 

July 

t        274 

1,331 

427 

304 

279 

August 

s    234 

1,407 

371 

259 

238 

September 

s    208 

1,327 

295 

232 

211 

October 

:    221 

1,313 

486 

241 

224 

November 

',         258 

1,298 

508 

278 

261 

'^     December 

:    315 

1,322 

576 

339 

318 

Average 

i          313 

1,A86 

501 

_^J16. 

212 

1950: 

January 

:    352 

1,585 

614 

376 

355 

;    February 

:    384 

1,612 

680 

All 

387 

Marcti 

5    404 

1,636 

732 

439 

407 

April 

!    402 

1,632 

765 

,  437 

406 

May 

i         3B5 

1,573 

765 

426 

388 

June 

I         380 

1,468 

764 

417 

384   ^ 

July 

:    292 

1,482 

715 

323 

296 

August 

:    230 

1,501 

638 

259 

234 

September 

5    216 

1,486 

585 

235 

220 

October 

:    229 

1,470 

558 

253 

230 

November 

:    259 

1,638 

547 

285 

263 

December 

:    289 

1.718 

591 

333 

306 

Average 

:    318 

1.567 

66^ 

349 

322 

Compiled  from  data  supplied  by  the  Market  Administrator. 
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Seasonality  of  Milk  Production 

An  important  basis  for  the  different  changes  made  in  the  pricing 
of  Class  I  milk  in  the  Twin  City  order  has  been  the  premise  that  the 
variable  monthly  prices  established  by  the  order  would  help  correct  the 
extreme  seasonality  in  the  production  of  milk — a  serious  problem  to  the 
market  and  to  the  TCMPA  in  particular.  The  problem  is  best  illustrated 
by  figure  7>  in  which  the  seasonal  index  of  the  average  daily  sales  of 
pasteurized  milk  in  Minneapolis  is  superimposed  upon  a  seasonal  index 
of  the  average  amount  of  fluid  milk  shipped  to  the  market  each  day  by 
TCMPA  member-producers.  These  data  illustrate  the  wide  contrast  between 
the  relatively  constant  rate  at  which  fluid  milk  is  consumed  in  the  mar- 
ket during  the  year  and  the  extreme  variation  in  the  rate  at  which  milk 
is  supplied  the  market  during  different  seasons  of  the  year,,  The  burden 
of  adjusting  the  supply  of  milk  to  the  demand  for  milk  historically  has 
fallen  upon  the  TCMPA,  because  of  its  position  as  the  dominant  supplier 
of  milk  to  Twin  City  distributors.  In  fact,  the  ability  of  the  asso- 
ciation to  continue  in  this  role  of  dominant  supplier  will  be  influenced 
greatly  by  the  degree  to  which  it  can  correct  the  disparity  between  the 
amount  of  milk  it  sells  and  the  amount  of  milk  it  receives  from  monber- 
producers,  particularly  during  the  period  from  August  through  November, 

The  TCMPA  has  had  to  fill  the  demand  for  fluid  milk  in  the  late 
summer  and  early  fall  iiranths  by  importing  whole  milk  from  Grade  A  plants 
in  nearby  Wisconsin  and  in  Minnesota,  Although  this  plan  eased  the  prob- 
lem, it  has  several  weaknesses: 

(1)  It  will  work  only  so  long  as  city  health  authorities  permit  the 
continued  importation  of  "emergency"  milk,  considering  the  fact  that  the 
market  is  in  a  great  suiplus  milk  production  area, 

(2)  The  plan  relies  upon  the  willingness  and  availability  of  out- 
lying plants  to  supply  the  milk  only  during  the  shortage  months.  Al- 
though this  had  never  been  a  serious  problem  to  the  TCMPA  or  to  the 
market,  there  is  a  tendency  for  such  plants  to  want  to  continue  serving 
the  fluid  market  the  remainder  of  the  year.  Their  efforts  to  do  this, 
or  the  threat  to  do  this,  disturbs  existing  market  relationships,  en- 
dangers the  association's  dominant  position  in  the  market,  and  weakens 
the  association's  bargaining  position. 


Characteristics  of  the  Seasonality  Pattern  in  the 
Twin  City  Market 

'  Two  characteristics  distinguish  the  seasonality  of  milk  production 
in  the  Twin  City  market  from  that  experienced  by  other  nearby  metropolitan 
milk  markets:   (1)  The  degree  of  variation  from  season  to  season  is 
greater  in  the  local  marketing  area,  and  (2)  the  production  of  milk  lo- 
cally reaches  a  critical  low  in  the  late  summer  and  early  fall,  vrtiereas 
the  more  general  experience  is  to  have  the  seasonal  low  occur  a  month  or 
two  later. 
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Data  presented  in  table  19  illustrate  the  changes  that  have  taken 
place  in  the  seasonal  pattern  of  production  of  TCMPA  manbers  since  1919. 
The  31-year  period  has  been  divided  into  four  groups — 1919-33  covers  the 
period  prior  to  Federal  regulation,  193ii-Ul  includes  the  period  of  regu- 
lation by  licenses,  19U2-it6  covers  the  period  of  regulation  by  various 
wartime  controls,  and  the  period  since  19U6  covers  the  period  of  reg^i- 
lation  by  milk  orders,  from  19U6  until  the  present  time. 

It  is  apparent  that  the  degree  of  variation  between  the  periods 
of  low  and  high  production  has  not  decreased  during  the  entire  period 
of  Federal  regulation*  In  fact,  the  disparity  in  production  between 
these  two  periods  increased  significantly  during  19U2-i4.6,  and  it  has  not 
narrowed  since  that  time.  One  change  is  taking  place  in  the  seasonal 
pattern,  however, — the  tendency  of  producers  to  ship  a  greater  propor- 
tion of  the  year's  total  production  during  the  first  5  months  of  the 
year. 


Seasonal  Variations  among  Different  Groups  of  Producers 

One  result  that  is  expected  from  a  seasonal  pricing  program  simi- 
lar to  that  contained  in  the  Twin  City  order  is  that  producers  will  ad- 
just production  patterns  to  benefit  from  the  higher  prices  provided  for 
the  seasonal  shortage  months.  Another  expected  result  is  that  dairy 
farms  owned  and  nanaged  by  distributors  will  have  less  seasonal  varia- 
tion in  the  size  of  their  milk  deliveries  than  other  dairy  farms  in  the 
same  market.  In  order  to  test  these  hypotheses,  at  least  in  an  explora- 
tory manner,  the  average  daily  deliveries  of  all  producers  in  the  Twin 
City  market  were  broken  down  into  the  three  component  types— TCMPA 
member-producers,  those  producers  who  are  not  members  of  cooperatives, 
and  the  farms  owned  and  managed  by  milk  distributors  (handlers).  The 
size  of  tne  average  daily  deliveries  of  producers  in  each  of  these  three 
groups  was  taken  from  data  supplied  by  the  market  administrator  for  the 
years  19l4-6-Ii8,  and  a  seasonal  index  was  computed  for  each  by  use  of  the 
link-relative  method. 

It  is  apparent  from  the  data  presented  in  table  20  that  each  of 
these  three  groups  of  fanns  has  widely  divergent  seasonal  patterns.  As 
might  be  expected,  the  distributors'  ovm  farms  (not  the  farms  of  producer- 
distributors)  experienced  less  variation  in  the  size  of  milk  shipments 
than  any  other  group,  fluctuating  from  117  percent  in  May  to  86  percent 
in  September.  The  TCMPA  member-producers  experienced  a  much  wider  varia- 
tion than  distributor  owned  farms,  vaiying  from  more  than  12?  percent  in 
May  down  to  slightly  less  than  70  percent  in  September,  and  nonmember  pro- 
ducers experienced  the  greatest  variation  of  all  groups — a  difference  of 
62  percent  betx-zeen  a  high  point  of  122  percent  in  April  and  a  low  of  60 
percent  in  September.  All  groups  had  the  lowest  production  during  the 
month  of  September.  TCMPA  members  and  the  distributors  experienced 
similar  and  relatively  sharp  rates  of  increase  (about  20  percent)  from 
January  through  May,  but  the  nonmember  producers  reached  a  much  higher 
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Table  19. — Index  of  seasonal  variation  in  the  size  of  average 

daily  milk  shipments,  Turin  City  Milk  Producers  Asso- 
ciation, by  iiK)nths,  for  specified  periods,  1919-4.9  1/ 


Jfcnth 

:       1919-33 

:       1934-a 

• 

I      1942--46 

• 
• 

I      1947^49 

January 

:         103.5 

103.4 

104.8 

107o0 

Febnery 

i        109.5 

109,9 

113.0 

115.3 

March 

t         112 »0 

1U.8 

118,8 

121.3 

April 

:         110.7 

116.2 

121,6 

123.4 

May 

J         123.0 

126,1 

127,6 

127,7 

June 

z         125o0 

l?/,,o2 

125.2 

119,4 

July 

i         103.1 

• 

99o5 

101.6 

94cO 

August 

:          86.1 

84.4 

80,8 

76,0 

September 

I          76,7 

76.6 

68,2 

69.0 

October 

76,7 

75.8 

68,8 

71o3 

November 

:           81.2 

79.0 

77,4 

80.3 

December 

'           92.5 

90.1 

92,2 

95.3 

Average 

t         100.0 

lOOoO 

100,0 

100.0 

1/  Index  computed  as  an  average  of  ratios  for  each  month  in  the  dif- 
ferent  periods  to  a  trend  line  determined  by  use  of  a  13-inonth  moving 
average. 

Computed  from  data  supplied  by  the  Twin  City  Milk  I¥oducers  Asso- 
ciation, 
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Table  20.  —  Index  numbers  of  seasonal  variation    in   milk 

•orodu'^tion  on  farms   of   TCi'-^PA  member-prodarers, 
farms  of   producers  not   members   '^f   conoerntive 
as-ociat ions,    and  farms   of  distributors,    for 
the   Beriod  1946-48 


Index  of 

seasonal   variation 

in  production 

Month 

TC>yA 

2          Fonmember 

:      Distributors' 

members 

5          nrodacers 

:          own  farms 

Jantoary 

:          10'?. 0 

11.^.9  . 

97.0 

February 

114.7 

120.2 

99.8 

March 

120.8 

121.1 

108.3 

April 

123.7 

122.4 

113.7 

May 

127.6 

121 . 6 

117.4 

June 

;           120.5 

110.8 

113.0 

July 

95.4 

88.1 

98.8 

AUiP-ust 

7r3.4 

67.1 

93.0 

September 

69.4 

60.2 

86.3 

October                   ; 

72.:^ 

72.2 

87.9 

November                ; 

79.2 

90.0 

89.9 

December 

94.0 

107.4 

94,9 

ComToile'."!    from  d?>ta   sapr^liei  by   th«  Market  Administrator 
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level  of  production  by  January  and  maintained  it  through  the  month 
of  May.  After  May,  however,  all  groups  followed  similar  patterns  of 
smaller  shipments  through  September  and  increases  after  that  time,  ex- 
cept that  the  declines  experienced  by  nonmember  and  TCMPA  producers 
were  much  sharper  than  those  of  the  distidbutors'  own  farms. 


Changing  Patterns  of  Milk  Production  Increases 

The  fact  that  the  general  pattern  of  seasonal  milk  production  has 
been  changing  in  the  Twin  City  area  coincident  with  a  general  trend 
toward  increased  milk  production  by  each  producer  poses  the  questions 
How  have  the  increases  in  production  been  distributed  seasonally?  In 
order  to  segregate  and  evaluate  the  increases  in  milk  production  that 
have  takai  place  in  the  market  between  1919  and  1950,  this  era  was 
divided  into  fo\ir  periods.  An  attempt  has  been  made  to  determine  the 
season  in  which  the  yearly  increases  in  milk  production  since  1919  have 
occurred.  Accordingly,  a  straight  line  trend  was  fitted  to  the  average 
daily  shipments  of  milk  for  each  month  of  each  period.  The  results  are 
presented  in  table  21,  and  are  designed  to  indicate  the  annual  increases 
in  size  of  each  producer's  average  daily  milk  shipments  by  seasons  for 
1919-33,  193U-U1,  19U2-U6,  and  19U7-50. 

These  data  indicate  that  there  are  sharp  differences  in  the  extent 
to  which  farmers  increased  the  size  of  their  daily  milk  shipments,  both 
between  periods  of  years  and  between  seasons  within  the  period.  TCMPA 
members  increased  their  shipments  most  during  the  two  periods  since  19Ul« 
The  period  193U-U1  ranked  third  in  size  of  increase.  Expressed  as  pounds 
of  milk,  TCMPA  member-producers  shipped  an  average  of  1U.3  pounds  more 
milk  each  year  than  in  the  preceding  year  during  the  postwar  period  of 
19li7-50.  This  con^ares  with  lh»0   pounds  in  19ii2-U6  and  10.2  pounds  in 
193ii-Ul«  By  contrast,  the  increases  during  the  long  preregulation  era 
of  1919-33  averaged  only  3 •3  pounds  per  year* 

The  distribution  of  the  yearly  increases  between  seasons  is  of 
still  greater  significance.  During  the  period  1919-33,  for  example,  the 
greatest  increase  took  place  during  the  winter  sea son- January  to  March- 
(it.8  pounds  a  year),  whereas  the  size  of  the  shipments  during  the  summer 
season-July  to  September-remained  almost  constant  (increasing  only  1.1 
pounds  per  year) .  The  spring  and  fall  shipments  increased  at  about  the 
average  rate  for  the  period.  The  ranking  among  the  seasons  changed 
slightly  during  the  next  era  of  1934-^1,  when  the  increases  during  the 
spring  season  of  April- June  equaled  the  sizable  increase  of  the  winter 
season.  The  most  notable  change  that  took  place  during  the  period  of 
I9U2-I46  was  the  marked  increase  in  the  size  of  the  milk  shipments  during 
the  spring  and  smnmer  seasons.  The  sharpest  increase  in  size  of  ship- 
ments between  19U7  and  19^0  took  place  in  the  winter,  when  TCMPA  meinbers 
shipped  an  average  of  20.3  pounds  more  each  day  than  in  the  same  season 
of  the  previous  year.  By  contrast,  their  shipments  during  the  critical 
summer  season  increased  only  7.2  pounds. 


I 
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Table  ?1. — Average  annual    increase    in  the    si/e  of  average    . 
daily  njilk  shipment  ver  producer.    Twin  City 
Kilk  Producers  Association,   by  months,    quarters, 
and  ye^re,    for   sDecif led  periods,    1919-50  l/ 


Month 

;               Avers^e 

annual    increase 

in  pounds 

per  day 

:         IQlQ-.-^S      ; 

1934-41        : 

1942-46 

:        1947-50 

;        Pounds 

Poxindp 

Pounds 

Pounds 

January 

:          4.9 

11.4 

11.1 

18.1 

February 

:          4.9 

12.6 

11.3 

19.3 

March 

!          4.7 

12.9 

14.5 

23.4 

Atiril 

!          4.5 

1?.8 

18.3 

21.2 

May 

!           3.8 

1.^.2 

16.6 

15.8 

June 

!           2.3 

9.9 

19.2 

10.1 

July 

;            .7 

7.8 

18.8 

4.2 

Au^nist 

.8 

5.9 

11.3 

10.7 

September 

1.7 

5.2 

9.3 

6.8 

October 

3.0 

6.4 

11.9 

10.7 

November 

:           3.9 

9.6 

12.5 

14.7 

December 

:          4.6 

l^.S 

13.7 

16.8 

Quarterly  average; 


Jan. -Mar. 
Apr. -June 
July- Sept. 
Oct. -Dec. 


4.8 
3.5 
1.1 
3.8 


12.3 
12. 3 

6.3 
9.8 


12.3 
18.0 
13.1 
12.7 


20.3 

15.7 

7.2 

14.1 


Annual 
average 


3.3 


10.2 


14.0 


14.3 


1/   Average  annijal   inc^e^se   comr»uted  by  fitting;  a   straight   line 
trend    to    the   si?e  of  the  avera^ere  daily  milk   shipment   "oer  r^roducer 
for   each  month  during  each  period   of  years. 


Coir.-Duted    from  data  supnlied  by  the  Twin  City  '^ilk  Producers 
Association. 
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These  data  indicate  that  TCMPA  members  have  increased  the  size  of 
their  daily  milk  shipments  to  the  fluid  market,  but  the  major  part  of 
the  increases  came  during  the  seasons  of  the  year  when  the  association 
already  had  a  problem  of  surplus  milka  The  association  needs  sizable 
increases  in  production  during  the  susBner  season  in  particular*  Except 
for  a  brief  period  between  19li2  and  19U6,  however,  the  increases  in  the 
size  of  daily  milk  shipments  during  this  season  have  been  only  a  small 
fraction  of  the  increases  obtained  during  the  other  seasons  of  the  year, 
The  data  in  the  table  also  permit  a  closer  examination  of  these  develop- 
ments in  terras  of  monthly  changes. 


Factors  Influencing  the  Extent  of  Seasonal  Variation  in  the 

Twin  City  Market 

A  comprehensive  analysis  of  all  the  factors  involved  that  influence 
and  might  correct  the  amount  of  seasonal  variation  of  milk  production  in 
the  local  market  is,  of  course,  beyond  the  scope  of  this  study.  Certain 
geographical,  farm  management,  and  economic  factors  appear  to  be  impor- 
tant determinants  of  this  condition,  however,  and  deserve  mention.  One 
of  the  more  important  influences  is  the  variation  in  the  t3rpe  and  quality 
of  feeds  available  at  different  seasons  of  the  year.  The  market  is  in 
a  geographical  (type-of -farming)  area  where  the  soil  and  climate  are 
particularly  suited  to  the  growth  of  pastures  and  the  production  of 
forage  crops  and  grains  and  where  dairying  generally  has  had  a  distinct 
comparative  advantage  relative  to  other  agricultural  enterprises.  Under 
these  conditions,  it  appears  that  the  pastures  provide  abxindant  (and  cheap) 
feed  during  May  and  June,  and  the  farmers  associate  this  with  the  con- 
clusion that  milk  can  be  produced  more  cheaply  during  these  months.  The 
pastures  begin  to  yield  less  nutrients  by  midsummer,  however,  and  it  is 
possible  tliat  the  cows  are  underfed  to  a  degree — at  least  enough  to  affect 
production  adversely.  Feed  becomes  more  adequate  when  the  cattle  are 
housed  for  winter  and  fed  silage,  hay,  and  more  substantial  amounts  of 
grain,  and  production  per  farm  increases  as  a  result. 

Another  important  determinant  is  the  manner  in  ;^ich  the  cow  fresh- 
enings  are  distributed  sunong  the  seasons  of  the  year.  The  majority  of 
local  dairymen  tend  to  have  their  cows  freshen  in  the  winter  and  early 
spring  months,  with  very  few  freshenings  in  late  summer  and  early  fall. 
The  decision  of  producers  to  maintain  this  seasonal  pattern  of  fl^eshen- 
ings  is  probably  based  upon  several  conditions,  an  important  one  being 
that  the  seasonal  demands  of  other  farm  enterprises  on  the  labor  supply 
are  already  at  a  peak  during  the  late  summer  months.  Then,  too,  spring 
is  the  "normal"  season  for  the  freshening  of  cows,  and  it  requires  spe- 
cial effort  and  superior  management  to  change  this  pattern. 

The  prices  for  siilk  and  cream  used  in  manufactured  dairy  products 
change  less  seasonally  than  do  the  prices  for  mlk  used  in  fluid  products. 
Prices  for  fluid  milk  in  the  Twin  City  market  have  been  rather  closely 
related  to  the  relatively  uniform  prices  for  manufactuiang  milk  in  the 
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entire  production  area,  and,  as  a  result,  reflect  less  variation  be- 
tween the  seasons  of  short  supply  and  surplus  production  than  do  most 
major  fluid  markets. 

The  TCMPA  has  recognized  the  wide  seasonal  variations  in  the  size 
of  producer  shipments  to  the  market  and  until  19^0  it  attempted  to  cor- 
rect the  situation  principally  by  widening  the  price  differential  be- 
tween milk  used  in  fluid  and  manufacturing  uses  during  the  late  siaraner 
and  early  fall  months.  This  practice  proved  particularly  unwise  for  the 
association  in  19k9,  ythen  wide  differentials  attracted  outside  milk* 

Other  factors  also  influence  the  extent  of  the  seasonal  variation, 
but  many  of  them  are  probably  beyond  the  practical  control  of  the  in- 
dividual farmer.  For  exaa^le,  weather  conditions  vary  from  season  to 
season  and  from  year  to  year,  causing  variations  in  the  quantity  and 
quality  of  pastures,  hay,  and  grain  crops. 


Alteration  of  the  Present  Seasonal  Pattern 

Within  the  last  year  the  TCMPA  has  made  its  most  serious  effort  to 
correct  the  wide  seasonal  variations  in  the  size  of  their  producer-menfcers 
milk  shipments.  An  examination  of  the  association's  monthly  news  letters 
reveals  clearly  that  the  cooperative  had  long  recognized  the  situation 
and  asked  producer-members  to  adjust  their  seasonal  patterns  of  produc- 
tion. The  ready  availability  of  "emergency"  milk,  the  willingness  of 
the  health  department  to  admit  such  milk,  and  the  willingness  of  other 
producer  groups  to  ship  TCMPA  such  milk  only  during  the  later  srimmer  and 
early  fall  months  never  made  the  problem  particularly  acute  to  the  asso- 
ciation before  19k9»     This  procedure  made  it  unnecessary  for  the  asso- 
ciation to  admit  additional  producers  to  the  association  pool,  and 
permitted  it  to  maintain  a  higher  blend  price  during  the  flush  production 
months,  when  most  of  the  association's  milk  was  produced.  This  was  not 
only  a  desirable  situation  from  the  standpoint  of  the  TCMPA,  but  it  was 
an  easy  alternative  to  forcing  members  to  change  their  milk  production 
practices. 

Since  19it9,  however,  the  cooperatives  that  supplied  TCMPA  and  the 
market  with  needed  milk  during  the  shortage  months  tave  begun  to  seek 
actively  (and  some  have  obtained)  a  share  of  the  fluid  market  on  a  year- 
round  basis.  Under  present  operating  practices  in  the  market,  these 
demands  constitute  a  danger  to  the  market  position  of  the  TCMPA  and  tend 
to  lessen  the  stability  of  the  fluid  market  as  a  whole.  The  local  health 
ordinance  is  not  a  deterrent  to  the  plans  of  the  outlying  plants,  because 
they  already  are  certified  as  Grade  A  outlets  by  the  health  authoidties 
of  Chicago  and  by  the  Wisconsin  State  Board  of  Health,  Both  of  ihese 
authorities  follow  the  ordinance  and  code  recommended  by  the  U,  S,  Public 
Health  Service,  Therefore,  these  plants  are  acceptable  to  the  health 
authorities  of  the  Twin  City  market. 
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The  TCMPA  has  taken  preliminary  steps  to  correct  the  extreme  sea- 
sonality of  milk  production  among  its  own  member-producers.  Present 
plans  call  for  the  adoption  of  a  base-sxirplus  plan  applicable  to  its 
membership,  with  the  base  period  to  cover  the  months  of  short  supply, 
probably  August  through  October,  Such  a  plan  could  affect  materially 
the  level  of  prices  received  by  individual  producer-members  of  the  organi- 
zation, and  could  influence  the  uneven  producers  to  adjust  their  seasonal 
patterns  of  production  to  conform  more  closely  with  the  needs  of  the 
association. 

Whether  producers  modify  their  production  practices  will  depend  in 
large  measure  upon  what  effects  the  program  will  have  upon  the  costs  and 
returns  of  producing  more  milk  in  the  late  summer  and  early  fall  months 
and  less  during  the  late  winter  and  the  spring  months.  Some  adjusianents 
in  production  can  be  made  without  incurring  major  increases  in  costs  or 
substantial  changes  in  farm  management  practices  (providing  better  pas- 
tures during  the  suiraaer  months  is  an  example),  but  whether  such  changes 
will  be  substantial  enough  to  solve  the  association' s  problem  remains  to 
be  seen.  Some  indications  of  the  probable  solution  to  the  problem  of 
how  much  adjustment  in  production  practices  is  desirable  for  the  market 
and  for  the  individual  dairy  enterprise  could  probably  be  obtained  from 
a  con5)rehensive  analysis  which  would  balance  the  costs  involved  in  alter- 
ing the  traditional  production  pattern  against  the  increases  in  producer 
returns  that  might  result  from  a  more  even  production  pattern.  Such  a 
study  should  incorporate  the  work  and  findings  of  dairy  production  spe- 
cialists, farm  managanent  men,  and  dairy  marketing  and  pricing  specialists, 
for  the  problem  encompasses  delicate  interrelationships  between  all  three 
fields • 


Utilization  of  Hilk 

Utilization  of  Milk,  191^6-50 

Between  k^   and  55  percent  of  the  milk  receipts  of  the  Twin  City  mar- 
ket are  annually  consumed  as  fluid  milk|  another  8  percent  is  used  in  such 
other  fluid  products  as  skim  milk,  buttermilk,  flavored  milk  drinks,  and 
creami  and  the  remainder  is  used  in  such  manufactured  dairy  products  as 
condensed  whole  and  skim  milk,  butter,  ice  cream,  cheese,  casein,  powdered 
whole  milk  and  nonfat  dry  milk  solids,  A  detailed  analysis  of  the  amount 
of  milk  and  butterfat  used  in  each  type  of  Class  I  and  Class  II  product 
for  the  5  years  from  19it6  through  1950  is  shown  in  table  22;  the  same 
data,  expressed  as  a  percentage  of  total  receipts,  are  shown  in  table  23. 
The  table  of  percentages  should  be  used  in  conjiinction  with  the  actual 
usage  in  pounds  to  get  the  most  accurate  picture  of  milk  utilization  over 
the  entire  period,  because  total  receipts  varied  by  as  much  as  160  million 
pounds  between  one  year  and  another. 

Total  receipts  were  at  their  highest  level  (more  than  790  million 
pounds)  in  19ii6,  then  dropped  sharply  to  652  million  in  19ii7  and  to 
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630  million  in  19U8.  The  increase  to  682  million  pounds  during  19ii9  and 
to  71U  million  pounds  in  19^0  still  left  the  market  with  76  million  pounds 
of  milk  less  than  it  received  during  19U6,  The  total  amount  of  receipts 
used  as  Class  I  followed  the  same  general  pattern  as  production  by  reach- 
ing an  all  time  high  in  I9I46,  declining  rather  sharply  in  19li7  and 
mildly  in  19)47,  and  increasing  in  19ii9  and  19^0, 

Fluid  milk  sales  totaled  3^3  million  pounds  in  19U6,  fell  to  slightly 
more  than  3Ul  and  3U0  million  pounds  in  19ii7  and  19ii8,  and  increased  there- 
after to  3^9  million  pounds  in  19^0,  The  saine  data  expressed  in  percent- 
ages do  not  reveal  this  shift  in  consumption  so  clearly  because  of  the 
wide  variations  in  total  production  upon  which  the  percentages  are  based. 
Flavored  milk  drinks  and  buttermilk  sales  followed  the  same  general  con- 
suinption  pattern  as  fluid  milk,  whereas  skim  milk  sales  increased  more 
than  60  percent  (from  about  2|-  million  pounds  in  19h6   to  h   2/3  million 
pounds  in  19^0)  during  the  5-year  period. 

Total  pounds  of  cream  sold  in  the  Twin  Cities  sales  area  have  de- 
creased each  year  from  their  all-time  high  of  2^  1/U  million  pounds  in 
I9U6  to  22  2/3  million  pounds  in  1950,  Plant  losses  and  sales  to  other 
consumption  areas  more  than  100  miles  from  the  Twin  Cities  account  for 
the  remaining  Class  I  usage,  A  very  significant  shift  has  taken  place 
in  this  latter  item,  as  is  indicated  in  table  22,  During  and  immediately 
after  the  war,  Minnesota  creameries  and  distributors  shipped  large  quan- 
tities of  fluid  milk  and  cream  to  Army  camps  and  to  large  consuiriing  centers 
in  the  eastern  and  southern  part  of  the  United  States;  the  importance  and 
subsequent  decline  of  this  fluid  milk  volume  supplied  by  handlers  under 
the  order  are  indicated  by  the  fact  that  exports  dropped  from  18^  million 
pounds  in  19U6  to  5»7  million  in  19U7j  and  then  to  5«2  million  in  19ii8, 
to  2  million  pounds  in  19h9  and  to  only  838  thousand  po\inds  in  1950« 

Cream  is  classified  as  a  Class  II  product  when  shipped  out  of  the 
area.  Its  volume  likewise  decreased  from  6.3  million  pounds  in  19U6  to 
only  182  thousand  in  19U8,  Out-of-area  cream  shipments  have  since  in- 
creased to  218  thousand  pounds  in  191^9  and  more  than  1  million  pounds 
in  1950.  This  decline  in  the  importance  of  handlers  under  the  order  as 
suppliers  of  milk  for  out-of-area  sales  is  attributable  to  several  factors: 
(1)  An  increase  in  milk  production  in  those  areas;  (2)  a  decrease  in 
fluid  sales  coincident  with  the  closing  down  of  war  plants  and  Army  camps 
(with  a  resultant  effect  on  producer  prices);  (3)  a  related  decision  of 
health  authorities  in  many  of  those  areas  to  reestablish  prewar  standards 
for  milk  supplies;  and  (k)   a  provision  of  the  local  order  which  classi- 
fied milk  shipments  to  places  beyond  100  miles  of  the  Twin  Cities  as 
Class  I  milk  —  thereby  forcing  several  potential  handlers  to  forsake 
the  Twin  City  market  in  order  to  remain  in  a  more  effective  competitive 
relationship  with  outljring  dealers  in  supplying  out-of-area  markets. 

The  remaining  38  to  k7  percent  of  the  market  receipts  were  utilized 
in  Class  II  products,  of  which  powdered  and  condensed  milks  were  of  the 
greatest  importance.  Powdered  milks  absorbed  2k   to  31  percent  of  total 
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market  receipts  in  each  of  the  5  years.  The  shift  to  nonfat  dry  milk 
solids  as  the  principal  outlet  for  Class  II  milk  is  indicated  by  the 
fact  that  utilization  of  Class  II  milk  for  that  outlet  steadily  increased 
from  li8,6  percent  in  19ii6  to  more  than  7U  percent  in  19^0 ••  Condensed 
whole  and  skim  milks  were  the  next  most  important  outlets  for  surplus 
production  in  the  Twin  City  market,  and  accounted  for  107  million  pounds 
of  surplus  milk  in  19ii6  and  about  ^0  million  pounds  a  year  during  the 
years  19li7  through  19li9«  Only  3h  million  pounds  were  used  in  these  prod- 
ucts during  1950.  Ice  cream  has  absorbed  fewer  pounds  and  a  smaller  per- 
centage of  market  receipts  in  the  latter  years;  it  accounted  for  about 
11  million  pounds  in  19U8  and  191*9  and  9  million  pounds  in  19^0,  Cheese 
production  in  the  market  has  taken  a  precipitous  drop;  the  milk  so  used 
decreased  from  21^  million  pounds  in  19U6  to  a  mere  735  thousand  pounds 
in  1950.  Butter  production  has  varied  and  has  absorbed  between  7^  to 
12^  million  pounds  (1  to  1.8  percent)  of  total  receipts,  and  the  remain- 
ing production  was  used  for  casein  and  animal  feed. 

TCMPA  Utilization  of  Whole  Milk,  1926-.5Q 

A  long-run  analysis  of  the  utilization  of  milk  shipped  into  the  Twin 
City  fluid  milkshed  is  made  possible  by  data  from  the  TCMPA  presented  in 
tables  11,  2k,   and  25.  The  data  in  table  11  indicate  the  increase  in  the 
volume  of  milk  handled  by  the  association  since  1920  and  the  proportion 
of  this  volume  that  was  purchased  by  distributors  for  sale  in  the  market 
as  fluid  milk.  Since  1923  the  trend  has  been  a  slight  general  increase 
in  total  annual  sales  of  fluid  milk,  although  beginning  in  19ii3  and  con- 
tinuing through  19ii6  the  amount  of  milk  sold  as  fluid  increased  rather 
sharply.  A  decrease  in  such  sales  in  19U7  has  been  offset  by  increases 
in  19U8,  19U9,  and  1950.  It  is  of  particular  interest  that  until  19i;3 
the  proportion  of  milk  diverted  to  uses  other  than  fluid  remained  about 
the  same.  The  general  increase  in  the  amount  of  milk  sold  as  fluid  had 
been  matched  by  proportionally  greater  increases  in  the  total  amount  of 
milk  produced.  This  is  borne  out  by  the  fact  that  during  the  entire 
period  between  1927  and  19U3>  except  for  1  year,  the  association  was 
unable  to  dispose  of  more  than  one-half  of  its  volume  as  fluid  milk. 
In  19li3  the  proportion  of  milk  disposed  of  as  fluid  by  the  association 
increased  sharply  to  55.5  percent,  and  has  remained  above  that  level 
since  that  time.  These  data  again  emphasize  the  need  for  extensive  manu- 
facturing facilities  and  the  gains  which  would  accrue  to  the  market  as  a 
whole  and  to  the  cooperative  if  the  extreme  seasonality  of  production 
could  be  modified  to  conform  more  closely  to  the  consumption  pattern  of 
the  market. 

Table  2h   and  table  25  present  important  data  for  the  fiscal  years 
ending  September  30  that  reflect  the  way  in  which  the  association  has 
met  the  problem  of  disposing  of  its  whole  milk  receipts.  The  largest 
proportion  of  milk  is  either  sold  to  distributors  as  fluid  or  separated 
into  sweet  cream  and  skim  milk.  The  sweet  cream  is  sold  to  distributors 
or  used  for  the  manufacture  of  butter.  Since  1931>  at  least  93  percent 
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of  all  the  whole  milk  handled  has  gone  into  these  two  uses.  Cheese 
steadily  declined  in  importance  as  an  outlet  for  surplus  whole  milk  after 
1926,  until  in  19ii3  the  association  discontinued  manufacturing  the  prod- 
uct. The  amount  and  proportion  of  milk  used  for  condensed  whole  milk 
has  varied  quite  widely  since  1926,  and  ice  cream  has  continued  to  be 
a  relatively  constant  but  less  important  outlets 

TCMPA  Utilization  of  Skim  Milk,  1926-^0 

The  TCMPA  also  has  a  problem  in  utilizing  the  large  amount  of  skim 
milk  that  results  from  the  separation  of  whole  milk  to  get  sweet  cream. 
The  data  in  table  26  and  table  27  indicate  the  uses  made  of  this  skim 
milk  by  the  association.  In  general,  the  skim  milk  not  sold  in  a  fluid 
form  to  distributors,  producers,  or  special  users  has  gone  into  such 
products  as  casein,  condensed  skim  milk  and  nonfat  dry  milk  solids*  The 
milk  sold  in  fluid  form  to  distributors  generally  has  comprised  about 
15  percent  of  total  supplies  between  1926  and  1950,  the  sales  to  producers 
and  special  users  becoming  unimportant  in  the  latter  years.  Casein  was 
the  most  important  outlet  in  1926,  but  after  1930  it  ceased  to  be  of  great 
importance.  Since  I9I42,  in  fact,  the  association  has  not  manufactured 
any  casein.  Although  condensed  milk  has  continued  to  be  an  important 
outlet  for  skim  milk  to  date,  the  most  significant  trend  in  the  utiliza- 
tion of  skim  milk  has  been  the  increased  amounts  of  it  diverted  to  the 
manufacture  of  powder.  For  each  year  since  19ii2,  for  exanple,  more  than 
60  percent  of  this  milk  has  been  manufactured  into  powder  formj  the  19hh 
usage  required  more  than  71  percent  of  the  surplus  skim  milk. 


Per  Capita  Consumption  of  Fluid  Milk  and  Fluid  Milk  Products 

The  milk  usage  and  classification  data  contained  in  handlers'  re- 
ports to  the  market  administrator  provide  for  the  first  time  accurate 
information  as  to  the  amount  of  fluid  milk  and  milk  products  consumed 
each  month  in  the  marketing  area.  Used  in  conjunction  with  population 
data  obtained  during  the   1950  census  of  population,  it  is  possible  to 
derive  an  accurate  estimate  of  the  per  capita  consumption  of  Class  I 
products  in  the  Twin  Cities  during  the  first  6  months  of  1950, 

The  per  capita  consumption  data  for  Minneapolis  and  for  St,  Paul 
are  presented  in  table  28,  These  amounts  were  determined  bys 

(1)  Calculating  the  amount  of  each  product  sold  by  each  handler  in 
each  city  (together  with  its  suburbs)  during  the  months  of  January  through 
June  1950, 

(2)  Subtracting  the  amount  of  each  product  sold  outside  the  mar- 
keting areas  but  included  in  the  nark et  administrator's  reports  as  having 
been  sold  within  100  miles  of  the  Twin  Cities, 

(3)  Allocating  between  the  two  cities  the  sales  of  producer- handlers 
not  included  in  the  published  reports  of  the  market  administrator. 
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Table  27. — Utilization  of  skim  milk,    Twin  City  Milk  Producers  Association, 

1926-50  1/ 


if  Year  ending  September  30. 

2/   Less   than  one-tenth  of  1  percent. 

3/    Incliodes  5.3  percent   sold  for  manufacturing. 

4/   Includes  4.4  percent  sold  for  manufacturing. 


» 

• 

• 

Sold  to   : 

Sold  to  : 

Miscellaneous  & 

Year  \ 

Condensed  \ 

• 

Powdered  ', 

• 

Casein  * 

• 

Distributors  : 

Producers  : 

Special  Uses 

:     Percent 

Percent 

Percent 

Percent 

Percent 

Percent 

1926 

:    14.3 

13.8 

29.5 

14.4 

11.8 

16.2 

1927 

:    17.1 

27.4 

23.7 

18.4 

8.1 

5.3 

1928 

:    26.8 

33.4 

12.0 

20.1 

5.0 

3.7 

1929 

s    26.7 

36.0 

14.0 

17.5 

2.6 

3.2 

1930 

5    27.9 

44.8 

10.8 

14.1 

2.2 

.2 

1931 

:    22.7 

57.5 

1.8 

13.4 

4.6 

2/ 

1932 

!    19.9 

59.9 

6.4 

10.9 

2.6 

.3 

1933 

J    21.3 

66.4 

2.1 

8.8 

1.4 

2/ 

1934 

:    13.1 

65.9 

5.9 

12.3 

2.8 

2/ 

1935 

!    21.0 

54.9 

2.8 

16.7 

4.6 

2/ 

1936 

!    19.0 

62^6 

1.5 

15.1 

1.3 

.6 

1937 

5    20.8 

52.9 

8.3 

15.9 

2.0 

.1 

1938 

:    16.7 

62.0 

5.4 

13.3 

2.6 

2/ 

1939 

21.2 

57.2 

3.7 

14.1 

3.8 

2/ 

1940 

!    21.4 

59.5 

2.6 

15.1 

1.4 

2/ 

1941 

!    19.0 

59.3 

2.2 

18.7 

.8 

2/ 

1942 

23.0 

66.6 

.8 

9.4 

.2 

2/ 

1943 

19.4 

65.2 

. 

15.2 

.1   - 

.1 

1944 

10.1 

71.8 

-. 

17.9 

.1 

.1 

1945 

:    15.6 

69.0 

mm 

15.2 

2/ 

.2 

1946 

:    13.0 

68.4 

«. 

18.1 

2/ 

.5 

1947 

12.0 

68.0 

i. 

1916 

.1 

.4 

1948   . 

20.8 

61.0 

. 

17.4 

.3 

.5 

1949  : 

13.9 

64.2 

«» 

16.1 

.2 

3/5.6 

1950 

13.1 

65.1 

- 

17.0 

.   .2 

4/4.6 

Compiled  from  records  of  the  Twin  City  Milk  Producers  Association, 
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Table  28. — Estimated  fer  capita  consiomrtlon  of   fluid   railk 
and  fluid    (Class    I)   products,    wflnneapolls-St. 
Paul   mrrketinfT  area,    January-June   1950 


Per  ca-oita 

consumotion 

of  Class 

I  -nroducte 

Produc  t 

Six-month  period 

Daily 

average 

;      MtIp.      : 

St.    Paul      : 

Mpls. 

:      St.   Paul 

Pound? 

Pounds 

Founds 

PoTonds 

Whole  milk 

166, 7763 

154.2632 

0.9214 

0.8523 

Skim  milk 

8.6394 

3.0145 

.0146 

.0167 

Buttermilk                              ; 

.-^.8862 

2.1063 

.0P15 

.0116 

Flavored  milk 

3.8866 

3.5260 

.0215 

.  0195 

Cref.ir   (6-15  percent) 

6.1809 

1.067B 

.0341 

.0059 

Cream   (16-29  perccmt) 

3.539"? 

5 . 3907 

.0195 

.0297 

Crean;  (7^0  percent  or 

more) 

2. 49-76 

1.0944 

.0138 

.'3060 

Soured  cream 

.0733 

.0686 

.0004 

.0004 

Specialties 

,  3202 

.2669 

.0018 

.0015 

Cream  for  c&ndy 

.1075 

_-- 

.0006 

«•«  — 

Total 

189.9077 

l'^0.7984 

1.0492 

0.9436 
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(k)   Calculating  the  exact  population  in  each  city  and  its  suburbs 
on  April  1,  1950,  from  the  detailed  data  for  each  minor  civil  subdivision 
supplied  by  the  U,  S,  Bureau  of  the  Census.  Since  April  1  is  the  mid- 
point of  the  6  laonths  period  of  January  through  June,  it  is  assumed  that  - 
the  census  coiint  represents  the  average  population  consuming  fluid  milk 
and  its  products  during  the  period  under  consideration, 

(5)  Determining  the  average  amount  of  each  product  consumed  by 
each  person  in  each  city  during  the  period  January  through  June  1950, 

(6)  Dividing  the  latter  amount  by  the  number  of  days  (181)  between 
January  1  and  June  30,  1950. 

The  results  of  this  analysis  show  that  on  a  per  capita  basis  Twin 
City  residents  consume  relatively  large  qimntities  of  milk  and  milk  prod- 
ucts. Minneapolis  residents  consumed  approximately  1.05  pounds  of  Class  I 
products  each  day  as  con5)ared  with  0.9i4  of  a  pound  a  day  for  St.  Paul 
residents.  Expressed  in  another  way,  each  Minneapolis  resident  used 
about  190  pounds  of  Class  I  products  and  each  St.  Paul  resident  used 
about  171  pounds  of  the  same  products  during  the  l8l-day  period  under 
consideration. 

There  also  were  some  significant  differences  between  the  two  cities 
in  the  type  of  products  consumed,  Minneapolis  consumers  used  approxi- 
mately 167  pounds  of  fluid  milk  as  compared  with  15 i^  pounds  for  St,  Paul; 
they  also  used  slightly  more  of  the  skim-milk  drinks,  such  as  skim  milk, 
buttermilk,  and  flavored  milk.  More  significant  perhaps  is  the  differ- 
ence in  the  amount  and  kinds  of  cream  purchased,  Minneapolis  residents 
consumed  a  total  of  12,6  pounds  of  cream  per  capita  during  the  l8l-day 
period,  whereas  St.  Paul  residents  consumed  7.9  pounds~a  difference  of 
U.7  pounds  per  capita.  Two- thirds  of  the  cream  sold  in  St,  Paul  contained 
from  16  to  29  percent  butterfat,  Minneapolis  consumers,  on  the  other  hand, 
purchased  nearly  twice  as  much  light  cream  (testing  from  6  to  15  percent 
butterfat)  as  any  other  type  of  cream. 


Producers'  Prices  for  Milk 

Prices  for  Class  I  Milk 

The  prices  paid  by  Twin  City  distributors  for  producer  milk  used  for 
fluid  purposes  are  sunong  the  lowest  paid  by  distributors  in  metropolitan 
centers  in  the  United  States.  Data  presented  in  the  second  section  of 
this  report  indicate  the  principal  reason  for  this  low  price  structure 
for  fluid  milk — the  location  of  the  two  cities  in  the  midst  of  the  prin- 
cipal surplus  dairy  production  area  in  the  United  States.  The  amount  of 
milk  used  for  fluid  purposes  in  the  metropolitan  area  is  so  small  as  com- 
pared with  the  total  amount  of  milk  produced  in  the  region,  that  the  value 
of  milk  used  in  manufactured  dairy  products  is,  of  necessity,  the  prin- 
cipal determinant  of  the  level  of  producer  prices  for  fluid  milk. 
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The  classification  of  milk  into  Class  I  and  Class  II  did  not  be- 
come effective  until  the  advent  of  Order  No,  73  in  November  19U5«  How- 
ever, the  price  paid  TCMPA  by  distributors  was  essentially  the  price  for 
what  is  now  classified  as  Class  I  milk,  because  the  TCMPA  pi^ocessed  all 
the  surplus  milk  and  supplied  distributors  only  with  milk  used  for  fluid 
purposes. 

The  average  price  paid  for  Class  T  milk  during  each  year  from  1929 
through  19^0  is  included  in  table  29»  Also  included  in  the  table  are  data 
that  indicate  an  approximation  of  the  value  of  milk  based  upon  the  price 
of  butter  in  New  York,  and  the  prices  paid  for  milk  used  by  a  condensery 
in  the  area.  The  distributors'  paying  price  maintained  a  fairly  uniform 
absolute  relationship  to  the  other  prices,  except  for  the  early  1930' s 
and  for  the  period  since  19U6.  The  relatively  low  level  of  prices  in 
the  Twin  City  market  during  1932,  and  particularly  1933,  was  a  result 
of  the  general  economic  depression  and  the  local  milk  price  war  of  that 
period^  the  higher  level  of  fluid  prices  relative  to  manufacturing  values, 
and  to  condensery  prices  in  particular,  since  19U6  is  a  result  of  the 
wider  seasonal  Class  I  differentials  established  by  Order  No<.  73«  These 
wider  differentials  were  requested  and  granted  on  the  basis  that  they 
were  necessary  to  induce  enough  producers  to  qualify  for  the  sale  of 
Grade  A  milk  and  thereby  to  insure  an  adequate  supply  for  the  marketing 
area. 

Other  data  indicate  that  the  Class  I  price  for  the  Twin  City  market 
during  the  years  1914?  to  19^0  averaged  9U  cents  per  hundredweight  more 
than  the  prices  paid  by  Minnesota  creameries  for  milk  used  in  butter  and 
creamery  byproducts  and  92  cents  per  hundredweight  more  than  the  prices 
paid  by  Minnesota  cheese  factories  for  milk  used  for  American  cheese. 
The  spread  between  Class  I  and  Class  II  prices  was  widened  unduly  in 
19U8  (as  reflected  in  the  19U9  prices)  by  amendments  to  Order  No,  73; 
a  more  normal  spread  was  achieved  in  19^0  by  again  amending  the  order. 


Prices  for  Class  II  Milk 

In  an  effort  to  evaluate  the  efficacy  of  the  Class  II  formula  in 
the  Twin  City  order,  four  errpirical  approaches  were  taken. 

The  first  approach  was  a  comparison  of  the  prices  established  for 
Class  II  milk  by  Order  No,  73  and  the  prices  paid  by  Minnesota  creameries 
for  manufacturing  milk  used  in  butter  and  creamery  byproducts.  This  com- 
parison seems  valid  because  the  Class  II  formula  uses  factors  relating 
to  butter-powder  operations,  Conparisons  are  also  made  with  manufacturing 
milk  used  in  American  cheese  and  by  the  condensery  located  at  Northfield, 
Minn.  These  data  are  presented  in  table  30,  and  indicate  that  except  for 
the  prices  paid  by  the  condensery  in  19U7,  the  Class  II  price  established 
by  the  Twin  City  order  has  exceeded  the  prices  paid  for  manufacturing 
milk  by  Minnesota  plants  by  amounts  that  varied  from  10  to  31  cents  per 
hundredweight , 
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The  second  approach  was  to  oorapare  the  uniform  price  calculated  for 
each  cooperative  association  by  the  market  administrator  under  terms  of 
Order  No,  73  during  the  period  February  19ii9  to  June  1950  with  the  prices 
actually  paid  producers  by  such  associations.  The  uniform  price  estab- 
lishes the  value  of  milk  received  by  each  association  when  the  milk  is 
priced  at  the  applicable  class  prices  established  under  the  order,  due 
consideration  being  given  the  use  to  which  the  association  put  the  milk. 

Under  ideal  pricing  relationships,  "the  cooperative  associations 
should  be  able  to  pay  producers  the  uniform  price,  barring  policies  of 
capital  accumulation,  the  rendering  of  many  costly  services  for  members 
without  specific  charges,  or  noncompetition  on  price  and  the  payment  of 
patronage  dividend.  Under  all  conditions,  proprietary  handlers  are  re- 
quired to  pay  producers  the  uniform  price.  The  data  in  table  31  indicate 
that  cooperative  associations  in  the  Twin  City  market  paid  producers  blend 
prices  which,  for  different  associations,  averaged  as  much  as  12  cents  a 
hundredweight  less  for  Grade  A  milk  than  the  uniform  price,  6k   cents  less 
a  hundredweight  for  milk  that  graded  manufacturing  1,  and  76  cents  a 
hundredweight  less  for  milk  that  graded  manufacturing  2,  During  2  months 
in  19ii9  the  actual  prices  paid  to  certain  groups  of  producers  were  more 
than  $1  a  hundredweight  less  than  the  uniform  price  as  calculated  by  the 
market  administrator.  No  data  are  available  relative  to  the  patronage 
dividend  policy  of  the  associations,  but  if  such  dividends  were  paid 
during  this  period  they  should,  of  course,  be  considered  as  an  addition 
to  producer  returns.  However,  it  is  highly  unlikely  that  patronage  divi- 
dends would  alter  significantly  the  disparity  between  the  actual  prices 
paid  and  the  uniform  price  as  calculated  by  the  market  administrator. 

A  third  developnaent  also  is  relevant  to  the  question.  Prior  to 
the  advent  of  the  order,  several  proprietary  handlers  purchased  milk 
directly  from  producers  rather  than  rely  upon  cooperative  associations 
for  a  balanced  supply  of  Class  I  milk.  Milk  not  used  for  fluid  pur- 
poses was  processed  into  cottage  cheese  or  ice  cream  in  their  own  plants 
or  was  sold  to  plants  which  had  manufacturing  facilities  for  butter  and 
powder.  Under  terms  of  the  order  that  regulate  the  relationship  between 
producers  and  proprietary  handlers,  the  market  administrator  check -weighed 
and  check -tested  the  milk  receipts  from  the  nonmeraber  producers,  and  cal- 
culated a  uniform  price  that  had  to  be  paid  producers  by  each  such  handler. 
The  handlers  also  were  required  to  pay  producers  the  value  of  any  "over- 
stated" sales.  All  handlers  who  operated  on  this  basis  have  withdrawn 
from  the  maiicet  during  the  peidod  since  19ii5» 

The  withdrawal  of  such  handlers  has  not  limited  the  competition 
among  suppliers  of  milk,  however,  because  other  producer  cooperative 
associations  entered  the  market  and  couipete  with  the  TCMPA,  particularly 
in  the  sale  of  cream,  for  which  they  receive  Class  I  prices  without  having 
to  qualify  their  producers  with  the  health  departments. 

Indications  are,  however,  that  the  ability  of  some  of  these  associa- 
tions to  operate  under  the  order  is  based  upon  the  right  accorded  them 
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under  the  enabling  act  of  paying  producers  a  blend  of  net  proceeds  rather 
than  the  uniform  price  as  calculated  by  the  market  administrator  (although 
they  are  expressly  prohibited  from  selling  to  handlers  at  less  than  the 
minimum  class  prices).  Proprietary  handlers,  on  the  other* hand,  have  no 
alternative  but  to  pay  the  uniform  price.  The  extent  of  this  advantage  9/ 
to  cooperatives  is  indicated  in  part  by  the  difference  between  the  blend 
prices  they  have  paid  and  the  uniform  price  computed  by  the  market  adminis- 
trator. This  understates  their  advantage  to  some  extent,  however,  since 
there  is  evidence  (in  the  form  of  overstated  sales)  of  some  underweighing 
or  undertesting,  or  both,  of  producer  milk, 

A  fourth  approach  was  a  conparison  of  the  Class  II  prices  established 
by  Order  No.  73  and  the  prices  established  for  milk  used  for  manufacturing 
purposes  by  Federal  orders  in  other  markets  located  in  the  general  region 
of  the  Minneapolis-iit.  Paul  market.  (See  table  32  and  fig.  9.)  Although 
the  classification  plans  in  effect  in  each  of  the  markets  are  not  exactly 
comparable  in  each  case,  the  comparisons  generally  cover  the  same  products 
included  in  the  Twin  City  Class  II  group.  The  footnote  to  table  32  speci- 
fies the  exact  products  included  in  each  class  for  which  price  coirparisons 
are  made. 

These  data  indicate  that  during  the  period  I9I46-50  the  Twin  City 
Class  II  price  always  exceeded  the  Class  IV  price  in  Chicago  (except  for 
one  month)  and  exceeded  the  Class  Til  price  in  Chicago  about  57  percent 
of  the  months  involved.  As  compared  with  order  prices  in  the  Quad  Cities 
(Davenport,  Iowa  and  Rock  Island,  Moline,  and  East  Moline,  Illinois)  mar- 
ket during  this  same  period,  the  Twin  City  Class  II  price  was  higher  than 
the  Quad  Cities  Class  IV  price  82  percent  of  the  months  and  higher  than 
the  Class  III  price  72  percent  of  the  periods.  During  the  period  January 
19ii6  to  June  19^9,  vriien  Class  III  in  Dubuque  and  Class  II  in  the  Twin 
Cities  contained  about  the  sajne  products,  the  Twin  City  Class  II  price 
was  higher  38  out  of  1|2  months.  During  the  3  years  19lt6-U8,  the  Twin 
City  Class  IT  price  annually  averaged  about  29  cents  a  hundredweight 
higher  than  Class  III  in  Dubuque.  For  each  month  between  July  1,  19ii9, 
and  December  19^0  Class  II  and  III  prices  in  Dubuque  have  been  exceeded 
by  the  Class  II  price  in  Minneapolis-St,  Paul— the  Class  II  price  by  20 
cents  a  hundredweight  and  the  Class  III  price  by  about  $0   cents  a  hundred- 
weight. Since  August  1,  19ii9,  Class  IT  in  St.  Louis,  Mo,  and  in  the  Twin 
Cities  have  contained  nearly  similar  products,  and  the  pricing  data  indi- 
cate that  the  Minneapolis-St.  Paul  price  exceeded  the  St,  Louis  price  for 
each  month  except  December  19^0.  During  this  17-month  period,  the  dif- 
ference averaged  sHghtly  more   than  10  cents  a  hundredweight.  Using 
average  data  for  the  years  19i|6  to  1950,  we  find  that  the  Class  II  price 


9/  Whether  or  not  it  is  an  advantage  to  an  association  depends  upon 
the  relative  merits  of  pa3dng  less  than  the  uniforrn  price  as  contrasted 
with  depleting  patrons'  equity  in  the  assets  of  the  cooperative  in  the 
special  case  where  the  cooperative  is  relatively  inefficient  or  where 
it  is  providing  services  beyond  those  rendered  by  other  roaiiceting  agencies. 
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for  Minneapolis -St.  Paul  was  within  about  1  cent  a  hundredweight  of  the 
Class  III  price  in  Chicago  and  exceeded  the  Class  IV  price  by  about  11 
cents  a  hundredweight;  exceeded  the  Class  III  price  in  the  Quad  Cities 
by  5  cents  and  the  Class  IV  price  by  3?  cents;  and  exceeded  the  Cla.ss  III 
price  for  the  Dubuque  market  by  3^  cents  a  hundredweight.  In  addition, 
for  the  entire  period  between  January  19ii9  and  Nov  amber  1950,  the  Class  II 
price  established  by  the  Twin  City  order  exceeded  the  prices  established 
for  all  the  classes  of  milk  for  the  different  markets  included  in  table  32, 


Blend  Prices  Paid  Member-Producers  by  TCMPA 

The  prices  actually  received  for  milk  by  most  producers  for  the  Twin 
City  market  (and  the  prices  upon  which  producers  base  their  decisions),  is 
the  blend  price  of  the  TCMPA,  The  data  in  column  2  of  table  29  indicate 
the  year-to-year  variations  in  the  level  of  the  producers'  blend  price. 
It  is  apparent  that  in  the  majority  of  years  the  blend  price  has  averaged 
about  30  cents  a  hundredweight  less  than  the  distributors'  paying  price 
for  fluid  milk.  Notable  exceptions  to  this  tendency  are  the  years  1933 
and  19Ul-it6,  The  serious  milk  price  war  of  1933  upset  the  normal  rela- 
tionship in  that  year  and  the  rigid  price  control  measures  of  World  War  II 
upset  the  normal  relationship  between  19U1  and  19U6, 

Data  presented  in  table  33  indicate  that  on  the  average  TCMPA  mem- 
bers received  approximately  60  cents  a  hundredweight  more  for  their  milk 
production  during  the  years  19U7-50  than  did  producers  ^o  sold  milk  for 
manufacturing  purposes  to  manufacturing  plants  in  Minnesota.  This  6o-cent 
differential  is  not  necessarily  extra  net  income,  however,  because  pro- 
ducers have  higher  costs  in  meeting  the  requirements  of  the  Grade  A  fluid 
market. 


Distribution  of  Milk 

As  background  for  later  appraisal,  an  attempt  also  was  made  to  col- 
lect data  on  as  many  phases  of  the  distribution  system  as  possible  and 
to  examine  the  changes  that  have  taken  place  in  the  structure  of  this 
aspect  of  the  Twin  City  fluid  milk  market  between  1929  and  19IpO.  Although 
it  was  not  possible  to  get  information  on  all  the  factors  involved  in  the 
distribution  of  fluid  milk  and  its  products,  those  topics  covered  should 
help  explain  the  environment  or  conditions  in  which  the  Federal  milk  order 
had  to  operate.  After  describing  here  the  changes  that  did  take  place,  an 
attenpt  will  be  made  to  determine  what  effects,  if  any.  Federal  regulations 
may  have  had  upon  these  changes. 

Number  and  Importance  of  Various  Types  of  Distributors 

The  changes  that  have  taken  place  in  the  number  of  milk  distributors 
of  different  types  in  the  Minneapolis-St,  Paul  market  are  shown  in  table  3h 
for  the  yea.TS   since  1929,  It  will  be  noted  that  the  total  number  of  milk 
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distributors  licensed  by  each  city  nas  shown  a  definite  decrease  since 
'1929,  Since  1933  this  decline  in  ntunber  of  distributors  has  been  con- 
sistent. Raw  and  certified  milk  distributors  have  suffered  the  greatest 
decrease  in  numbers  in  both  Minneapolis  and  St.  Paul;  the  decrease  among 
pasteurized  milk  dealers  has  been  much  slower,  but  equally  steady. 

There  were  slightly  more  raw  milk  distributors  than  pasteurized 
milk  distributors  in  Minneapolis  until  193U,  although  the  volume  of  raw 
milk  sold  never  exceeded  3^  percent  of  total  fluid  milk  sales  dxiring  any 
year  since  1928,  Between  1933  a^^d  1950,  however,  the  number  of  raw  milk 
distributors  decreased  from  2U  to  1  while  the  number  of  pasteurized  milk 
dealers  varied  from  22  to  17*  Since  1937  raw  milk  sales  have  never  com- 
prised more  than  2  percent  of  all  milk  sales,  and  since  19U1|,  the  volume 
has  been  almost  negligible.  In  fact,  the  volume  of  high-quality  raw  milk, 
as  table  35  indicates,  never  was  an  important  factor  in  the  Minneapolis 
market.  A  similar  pattern  is  apparent  in  the  sale  and  distribution  of 
raw  fluid  cream;  this  is  indicated  by  the  number  of  raw  cream  distribu-  • 
tors  in  table  3h   and  their  volume  of  sales  in  table  36 •  Between  10  and 
Hi  certified  milk  distributors  serviced  the  market  between  1930  and  19liO; 
their  number  declined  sharply  after  that,  the  last  four  of  them  discon- 
tinuing distribution  in  19it3. 

The  pattern  of  milk  distribution  has  been  somewhat  different  for 
St.  Paul.  Raw  milk  has  always  been  a  more  important  product  there  than 
in  Minneapolis;  in  the  early  1930' s  it  constituted  about  one-fifth  of  all 
the  sales  of  milk  in  that  city.  During  this  period,  Ste  Paul  licensed 
between  7k   and  80  raw  milk  distributors  annually  as  compared  with  between 
19  and  25  pasteurizing  plants  (see  table  3ii).  Since  1935  the  number  of 
such  raw  milk  dealers  had  rapidly  and  consistently  declined  to  a  minimum 
of  Ik   in  19U8«  The  number  of  pasteurizing  plants  meanwhile  underwent  a 
more  gradual,  but  nonetheless  consistent,  decline  to  15  in  19ii8,  Con- 
currently with  the  sharp  decline  in  the  number  of  raw  milk  distributors 
in  St,  Paul,  the  importance  of  raw  milk  consumption  has  also  decreased 
relative  to  total  fluid  milk  usage.  The  data  in  table  37  reveal  this 
decline  and  indicate  that  the  proportion  that  raw  milk  comprised  dropped 
from  20  percent  of  the  total  in  1930  to  about  11  percent  in  19ii0  and  to 
2^  percent  in  19ii8,  On  July  1,  1950,  distributors  of  this  type  dj-sappeared 
from  all  Minnesota  cities  because  of  the  State  law,  which  required  the 
pasteurization  of  all  milk  sold  for  fluid  consumption,  except  that  sold 
to  consumers  directly  from  a  farm. 

Changes  in  the  Size  of  Individual  Distributors 

The  corollary  of  the  gradual  but  consistent  decline  in  the  number 
of  milk  distributors  in  the  Twin  Cities  is  an  increase  in  the  volume  of 
business  handled  by  those  who  continued  to  serve  the  market.  No  long-run 
data  are  available  for  the  market  as  a  whole,  but  annual  distributor  re- 
ports to  the  }>ealth  department  of  Minneapolis  give  a  consolidated  picture 
of  the  changes  in  importance  of  individual  distributors  in  that  city  from 
1930  through  1950,  These  data  are  presented  in  table  38,  together  with  an 
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Table  36. — Pounds  of  fluid  milk  sold  in  Minneapolis, 
classified  according  to  type  of  milk, 
1929-50 


Year 

:   Pasteurized    ; 
:      milk       : 

Raw 

milk       ; 

• 

Certified  milk  [ 

• 

Total 
milk 

1,000 

Per- 

1.000 

Per- 

1,000 

Per- 

1,000 

pounds 

cent  1/ 

oounds 

cent  l/ 

pounds 

cent  1/ 

pounds 

1929    ' 

128,429 

96.3 

4,489 

3.4 

373 

.3 

133, 291 

1930    ' 

133,034 

96.7 

4,217 

3.1 

294 

.2 

137,545 

1931    ' 

132,919 

96,9 

4,092 

3.0 

200 

137, 211 

1932 

1?2,789 

97.2 

3,628 

2.7 

140 

136,557 

1933    ' 

133.474 

97.7 

3,031 

2.2 

105 

136,610 

1934    ' 

128,636 

97.4 

3.266 

2.5 

106 

132,008 

1935    ' 

131,771 

97.5 

3,201 

2.4 

97 

135,069 

1936   ; 

135,834 

97.7 

3,086 

2.2 

96 

139,016 

1937    ' 

143,654 

98.3 

2,451 

1.7 

68 

. 

146,173 

1938 

139,064 

98.6 

1,952 

1.4 

73 

m. 

141,089 

1939 

145,986 

98.3 

2,469 

1.7 

66 

• 

148  .•521 

1940 

146,150 

98.4 

2,397 

1.6 

48 

. 

148,595 

1941 

149,207 

98.4 

2,361 

1.6 

32 

• 

151.600 

1942 

158,831 

98.7 

2,067 

1.3 

17 

•■ 

160,915 

1947 

179,150 

99.0 

1,79? 

1.0 

9 

. 

180,951 

1944 

176,018 

99.3 

1,265 

.7 

0 

0 

177,283 

1945 

191.870 

99.5 

950 

.5 

0 

0 

192,820 

1946 

205.214 

99.6 

781 

.4 

0 

0 

205,995 

1947 

'  204,701 

99.6 

745 

.4 

0 

0 

205,446 

1948 

204,604 

99.6 

737 

.4 

0 

0 

205,341 

1949 

213,055 

99.7 

557 

.3 

0 

0 

213,612 

1950 

224, 710 

99.9 

287 

.1 

0 

0 

224.997 

Compiled  from  records  of  the  health  department  of  Minneapolis. 
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Table  36, — Pounds  of  fluid  cream  sold  in  Llinneapolis , 
classified  according  to  type,  1929-50 


Year 


Pasteurized 
cream 


Raw  cream 


Total 
cream 


\ 

!    ;,00Q 

Per- 

1,00Q 

Per- 

ItQpo 

:  pounds 

cent  ],/ 

pounds 

cent 

po^nds 

1929 

I    10,72^4 

96.1 

A3'6 

3.9 

11,162 

1930          i 

I    11,30^ 

97.3 

308 

2.7 

11,612 

1931          ! 

!   U,673 

98.0 

306 

2.0 

U,979 

1932 

!    12,700 

98.2 

231 

1.8 

12,931 

1 

1933          i 

i   11,839 

98.^ 

192 

1.6 

12,031 

193^ 

1   10,395 

98.2 

193 

1.8 

10,588 

1935          i 

!   10,761 

97.9 

228 

2.1 

10,989 

1936          ! 

1   11,369 

98.5 

171 

1.5 

11,5A0 

. 

1937 

.    11,28/, 

98.9 

126 

1.1 

11, ao 

1938          J 

1    10,729 

98.8 

126 

1.2 

10,855 

1939          J 

!   11,612 

98.5 

172 

1.5 

11,784 

19^0          i 

\  ll,A66 

98.4 

193 

1.6 

11,681 

/ 

19a       i 

I   11,0/^7 

98.7 

U9 

1.3 

11,196 

1 

19^2  2/     - 

I  10,717 

98.7 

1^6 

1.3 

10,863 

190 

i  10,390 

99.2 

80 

.8 

10,470 

• 

19U          ) 

!     9,230 

99.0 

90 

1.0 

9,320 

■ 

19^5  g/     s 

{  12,^6/; 

99.8 

30 

.2 

12,494 

19^6 

i  15,019 

99.9 

22 

.1 

15,041 

19-47          ! 

8  U,392 

99.9 

15 

.1 

14,407 

\' 

19^8 

!  12,326 

99.9 

15 

.1 

12,341 

! 

19^9 

!    9,836 

99.9 

11 

.1 

9,847 

1950 

-.  7  AZ-l'. 

I     8,656 

.A 3      1> . 

100.0 

3  _ J        ^J 

0 

^ 

8,656 

2/  Twenty-five  percent  butterfat  cream,  1929-December  1942;  20 
percent  butterfat  cream,  1943 -September  1946;  25  percent  butterfat 
cream,  October  1946-December  1950. 

Compiled  from  records  of  the  health  department  of  Minneapolis, 


'I 


-  168 


TalJle  37. — Fluid  milk  sales  classified  according  to  type 

of  milk,    St.   Paul,    1929-48. 


Year 

;               Pastetiri 
:                    milk 

zed 

•          Raw  milk                  * 

•                                                                                                • 

Total 
milk 

!      1.000 

Per- 

1.000 

Per- 

1.000 

pounds 

cent 

pounds 

cent 

Doxmds 

1929 

301.000 

88.2 

40,420 

11.8 

341,420 

1930 

,      204.895 

79.6 

52,417 

20.4 

257,312 

1931            '. 

215,989 

81.0 

50,628 

19.0 

266,617 

1932 

197,671 

80.9 

46,680 

19.1 

244,352 

1933           : 

195,349 

83.6 

38,184 

16.4 

233,533 

1934           J 

192,812 

83.9 

36,980 

16.1 

229,792 

1935 

197,671 

83.9 

38,038 

16.1 

235,709 

1936            ; 

221 , 983 

86.4 

34.942 

13.6 

256,925 

1937 

214,802 

84.8 

38,571 

15.2 

253,373 

1938 

211,887 

84.9 

37,711 

15.1 

249,598 

1939 

218,612 

85.9 

36,000 

14.1 

254,612 

1940 

252,840 

89.2 

30,711 

10.8 

283,551 

1941            J 

251,722 

88.3 

33,325 

11.7 

285,047 

1942           : 

247,852 

89.0 

30, 788 

11.0 

278,640 

1943 

288,272 

91.0 

28,500 

9.0 

316,772 

1944 

!      288,203 

92.8 

22,257 

7.2 

310,460 

1945 

I      325,252 

94.8 

17,793 

5.2 

343,045 

1945 

.      352,600 

95.9 

15,153 

4.1 

367,753 

1947 

!      344,447 

97.3 

9.460 

2.7 

353,907 

1948 

;      342,280 

97.5 

8,695 

2.5 

350,975 

Corr.x)ilec 

L  from  data  supplied  by- 

the   St.    Paul  Bureau  of 

Health* 
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iso-quant  (equal-quantity)  curve  ;*iich  depicts  the  number  of  distributors 
that  together  supplied  75  percent  of  the  volume  of  fluid  milk  consumed  in 
Minneapolis  during  those  years* 

The  six  largest  distributors  sold  more  than  76  percent  of  the  pas- 
teurized milk  in  1930;  they  then  began  to  lose  ground  until  by  1932,  and 
particularly  from  193i  through  1937,  that  proportion  of  the  total  volume 
of  milk  sold  was  shared  by  eight  distributors.  This  decrease  in  the  rela- 
tive importance  of  the  larger  Minneapolis  dealers  was  a  result  of  the  in- 
crease in  the  number  of  distributors  selling  pasteurized  milk  during 
1931-37  and  also  of  the  temporarily  increased  importance  of  milk  peddlers 
and  vendors. 

From  1937  through  19li6  the  number  of  distributors  fluctuated  slightly, 
but  fewer  and  fewer  handlers  remained  in  the  Minneapolis  market  and  the 
larger  distributors  obtained  an  increasing  proportion  of  the  market. 
About  76  to  78  percent  of  the  milk  was  sold  by  five  distributors  during 
the  last  k   years  of  this  period.  This  pattern  has  altered  slightly  since 
then;  although  the  number  of  distributors  remained  stabilized  at  17,  the 
medium-sized  dealers  gained  in  relative  importance  at  the  expense  of  the 
largest  and  particularly  the  smallest  ones.  By  1950  the  3  largest  dis- 
tributors were  selling  slightly  more  than  52  percent  of  the  fluid  milk  in 
Minneapolis,  the  7  largest  were  selling  about  92  percent,  and  the  10  re- 
maining dealers  were  selling  the  remaining  8  percent  of  the  sales, 

A  similar  but  more  striking  picture  of  these  shifts  in  size  and 
number  of  distributors  in  the  entire  Twin  City  market  during  the  month 
of  June  for  each  year  from  19ii3  through  19h9   is  pictured  in  table  39. 
The  decline  in  the  total  number  of  handlers  servicing  the  area  is  readily 
apparent  from  this  table.  These  data  indicate  that  about  one- half  of  the 
fluid  milk  in  the  entire  Twin  Cities  marketing  area  as  defined  in  Order 
No,  73  is  sold  by  5  companies,  and  9  or  10  handlers  consistently  have 
sold  75  percent  of  the  fluid  mi-lk.  The  growing  importance  of  the  medium- 
sized  distributors  is  again  illustrated  by  the  fact  that  Ih   medium-sized 
handlers  sold  kO   percent  of  the  milk  in  June  19li.3,  but  that  in  June  19U9 
that  proportion  was  sold  by  only  11  such  handlers.  The  remaining  10  per- 
cent of  the  sales  was  divided  between  2k   small  handlers  in  June  19U3,  but 
among  only  12  such  handlers  in  June  19i49, 

A  classification  of  fluid  milk  handlers  in  the  market  during  June 
19l43-li9,  based  on  their  respective  voliimes  as  reported  to  the  adminis- 
trator of  the  various  Federal  milk  regulations,  is  shown  in  table  kO, 
The  most  striking  change  is  the  decrease  in  the  number  of  handlers  whose 
individual  volumes  were  less  than  500,000  pounds  of  milk  per  month. 
Thirty- two  such  handlers  were  in  the  market  in  June  19li3;  since  that  time 
the  gradual  withdrawal  of  such  firms  has  reduced  their  number  to  22  in 
June  19U6,  to  21  in  June  19U7,  to  18  in  June  19U8,  and  to  15  each  in  June 
191^9  and  1950.  These  same  data  indicate  the  consistency  with  which  the 
same  four  large  handlers  have  maintained  a  monthly  volmne  for  June  of 
more  than  2  million  pounds  of  milk  beginning  in  19ii5,  Nine  handlers 
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Table  r^9. — 


Cumulative  ^^ercent^ire  of  the  total  voluties  of  fluid  milk 
distributed  in  the  Twin  City  market  by  specified  numbers 
of  handlers,    mnn'h   of  June   l'54.'^-49 


'>''ujnber  of 

distribu- 

:        1943 

:      1944 

:      1945 

:      1=46 

:      1947 

:      1948 

:      1949 

tors 

J    Percent 

Percent 

Percent 

Percent 

Percent 

Percent 

Percent 

4   larfrest 

:      43.15 

45.20 

45.14 

44. 7"^ 

42.86 

42.  -'- 

44.21 

5 

:      50.34 

52.54 

52.42 

51.75 

49.69 

49.79 

50.98 

6 

:      57.45 

59.74 

59.1'^ 

58 .  00 

55.95 

56.31 

57.61 

7 

:      63.45 

66.00 

65.49 

63.94 

62.05 

62.53 

63.80 

8 

:      68.71 

7,.  14 

70.73 

6"'- 15 

67.26 

67.52 

69.28 

9 

;      73.. -^5 

75.96 

75.03 

7-^.11 

71.83 

72.12 

74.74 

10 

;      75.97^ 

-^78.64 
81.08 

77.83'^ 
60.24 

\7&.a7 

78.45 

75.71 

78.18 

.  ^  .   .    ...  ^^ 

77.9^ 

/^7B.97 

11 

78.47 

81.10 

12 

80.55 

83 . 0'' 

82.23 

8  L .  02 

30.39 

80.32 

83.23 

13 

82.57 

84.80 

33.99 

S2.90 

«2.55 

82.  37 

85 .  24     ■ 

14 

84.47 

86.19 

85 .  73 

84.76 

84.. ^9 

94.37 

87.06 

15 

85.87 

87.48 

87.15 

86.31 

86.37 

36,11 

^^3.64 

16 

87.22 

88.71 

88.43 

87.59 

88.13 

87,85 

90.14 

17 

88.46 

89.92 

89.66 

88.85 

89.-^0 

/^'U.50 

18 

89.65 

90.94 

90.69 

90.12/ 

^  91.0- 

91.12 

92.80 

19                        ! 

90.80  / 

/^91.88 

91.69 

91.. 34 

92.30 

92,4  7 

?:^96 

20 

91.61 

92.69 

92.52 

92.49 

93.50 

97.71 

95.06 

21 

92.32 

93 .  44 

93.31 

93.49 

94.  5r- 

94 .  92 

96,13 

22 

93.03 

94.14 

94.02 

94.33 

95.40 

96,04 

97.02 

2?>                   i 

93,74 

94. ''8 

94.  6"? 

95.16 

96.04 

96.96 

97.74 

24 

94.41 

95.40 

95.30 

95.96 

96.6:- 

97,66 

98.43 

25 

95.08 

96.00 

95.90 

96.^:5 

97,21 

93.24 

98.97 

25 

95 .  73 

96.56 

96.49 

97.10 

97.7? 

9':  .74 

99.3'^ 

27 

96.38 

97.05 

9'?.  06 

-^7.65 

98.20 

99.13 

99.71 

28 

96-83 

97.45 

97.50 

98.17 

9P..62 

99.43 

19^ '.00 

29 

97.20 

97. B3 

97.  Q3 

93.67 

98.^8 

99.71 

.•^0 

97.55 

98.16 

98 .  34 

99.06 

99.26 

99.96 

31 

97.88 

98.46 

98.67 

99.43 

99.53 

lf.0.00 

32 

98.15 

98.72 

98.99 

99.72 

99.73 

33 

98.42 

98.95 

99.  ?3 

99.88 

99.8m 

34 

98.68 

99.18 

^9.4'i 

99.99+ 

100.00 

35 

98.91 

99.40 

^--'9.60 

100.00 

36 

99.13 

99.54 

99.  7£ 

37                           ; 

99.34 

:'9.67 

?^9.B5 

38                     i 

99.52 

99.7'7 

99.94 

39 

^9.65 

99.87 

100.00 

40 

99.77 

99.95 

41 

99.87 

100.00 

42 

99.95 

43                    1 

100.00 
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Table  4.O.— Number  of  fluid  milk  handlers  in  the  Twin  City 
market,  according  to  volume  of  sales  of  fluid 
milk,  month  of  June  194-3-50 


Volume               j 

Handlers 

1  in  month  of 

June — 

in  pounds           \ 

.  1943 

• 

:  1945  : 

B                                                    • 

1946 

;  1947 

• 

;  1948 

1 

;  1949 

t 

\  1950 

• 

Number 

Nunbejr  Number  Number  Number 
24          22           15           U 

Number  Number 
9            7 

Number 

Less  than      250,000   ! 

'     2U 

9 

250,000-    it99,999   '• 

!        8 

6 

6 

7 

7 

9 

8 

6 

500,000-     7ii9,999  i 

2 

2 

2 

3 

3 

3 

3 

3 

750,000-     999,999  J 

0 

0 

0 

1 

0 

1 

6 

0 

1,000,000-1,2^9,999  J 

2 

2 

1 

1 

2 

1 

1 

1 

1,250,000-1,-^99,999  J 

!          1 

1 

1 

1 

1 

1 

2 

0 

1,500, 000-1, 7it9,999  J 

I       2 

2 

3 

2 

2 

2 

1 

1 

1,750,000-1,999,999  J 

:       1 

1 

0 

1 

1 

1 

2 

3 

2,000,000  or  more 

'.       3 

3 

4 

4 

4 

4 

4 

5 

Total 

'-'    A3 

a 

39 

35 

34 

31 

28 

28 

Compiled  from  records  submitted  in  compliance  with  FDO  No.  79-45  from  1943 
through  1945  and  with  Order  No,  73  since  that  time. 
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(and  10  each  in  19147,  19^9,  and  19^0)  had  June  sales  of  more  than  1 
iBillion  poTinds  each  year  during  this  period. 

Shifts  in  the  Relative  Importance  of  Wholesale  Outlets  and  Retail 

Home-Delivery  Routes 

Another  significant  change  in  the  distribution  pattern  for  fluid 
milk  ^ecomes  apparent  when  analysis  is  made  of  the  proportion  of  fluid 
beLUc  sold  that  was  delivered  by  milk-wagon  drivers  directly  to  homes 
during ■vthe  8-year  period  between  19U3-50.  Records  that  reveal  separately 
the  amounts  of  milk  sold  through  grocery  stores,  milk  stores,  and  home 
deliveries  are  not  available,  hence  direct  comparisons  cannot  be  made  be- 
tween these  various  modes  of  sale.  However,  table  kl   presents  the  total 
amount  of  fluid  milk  sold  in  the  Twin  Cities  area  in  the  month  of  June 
for  the  years  from  19U3  through  19^0,  divided  into  the  amounts  sold  as 
"wholesale"  sales  (combined  sales  to  stores,  restaurants,  hotels,  etc.) 
and  the  amounts  delivered  to  homes  by  milk  wagons. 

These  data  indicate  that  home  deliveries  gained  in  relative  impor- 
tance from  19U3  through  19U5^  but  since  that  time  have  decreased  relative 
to  the  other  types  of  distribution.  This  shift,  \riien  expressed  in  per- 
centages of  total  sales,  is  borne  out  by  the  fact  that  home  deliveries 
constituted  li8,86  percent  of  total  sales  in  19li3,  and  increased  to  51«96 
percent  in  19iili  and  5U.81  percent  in  19U5»  War  emergency  controls  on 
private  usage  of  automobiles,  tires,  gasoline,  etc.,  undoubtedly  influ- 
enced this  shift  in  consumer  milk-purchasing  methods.  By  June  19U6, 
however,  home-delivered  sales  had  again  declined  in  inportance  to  52.33 
percent  of  total  sales,  and  this  downward  trend  continued  each  year  until 
in  J\me  19U9  only  about  US  percent  of  all  fluid  milk  sold  in  the  Twin  City 
area  was  delivered  directly  to  homes. 

Month-to-month  variations  in  the  importance  of  home-delivered  sales 
of  fluid  milk  for  the  period  January  19U8  through  June  19$0  are  detailed 
in  table  U2.  Small  seasonal  variations  in  consumer  use  of  home-delivered 
sales  are  indicated  in  these  data,  with  home-delivered  sales  absorbing 
from  about  50  to  52  percent  of  the  sales  in  the  winter  months  of  December 
through  February  and  wholesale  sales  supplying  from  about  51  to  53  percent 
of  the  market  from  July  through  October  of  each  year. 

This  growing  importance  of  the  "wholesale"  types  of  sales  as  out- 
lets for  fluid  milk  has  a  corollary  in  the  changes  that  have  taken  place 
in  the  character  of  business  operations  of  the  handlers  in  the  Twin  City 
market.  When  the  active  handlers  are  classified  according  to  whether 
they  engage  exclusively  in  home-delivered  sales,  or  in  sales  through 
wholesale  outlets,  or  a  combination  of  the  two  types,  a  significant  shift 
is  apparent.  These  data,  presented  in  table  U3  following,  show  that  the 
number  using  wholesale  outlets  exclusively  remained  relatively  fixed,  the 
number  using  both  i^olesale  and  retail  outlets  declined  between  June  19U6 
and  June  19U7  but  remained  constant  after  that  time,  and  that  business 
mortality  occurred  primarily  among  those  handlers  who  had  only  home- 
deliver  «1  sales. 
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Table  i^,— Total  sales  of  fluid  milk:  Volume  and  percentage 
sold  at  vholesale  (including  stores)  and  at  retail 
(home  delivery),  month  of  June  194.3-50 


Month  of   J 

Total  rlu1d   ! 
J  milk  sales     * 

J              Volume 

at—               J 

Percentage 

at — 

June 

•  Wholesale      * 

•                                                      • 

Retail       ; 

Wholesale   * 

• 
• 

Retail 

Pounds 

Pounds 

Poi;pid? 

Percen^i 

Rsrpent 

191,3       ! 

22,929,9^ 

11,727,036 

11,202,926 

51.U 

48.86 

19a       ' 

22,589,667 

10,851,019 

11,738,648 

i48.04 

51.96 

19i;5       : 

23,909,663 

10,805,190 

13,10i4,i473 

45.19 

54a  81 

19ii6       ' 

t     27,865,625 

13,28^,029 

U,  581, 596 

47.67 

52.33 

19-47       J 

26,605,536 

13,106,791 

13,il98,745 

49.26 

50.74 

19i;8 

:    26,664,379 

13,371,220 

13,293,159 

50.15 

49.85 

19^9 

:     27,056,882 

13,899,097 

13,157,785 

51.37 

48.63 

1950 

:     28,191,072 

U,394,848 

13,796,224 

51.06 

48.94 

Compiled  from  records  of  the  Jferket  Administrator. 


-  176  - 

•DaKle  42, — Total  sales  of  fluid  milk:     Volume  and  percentage 
sold  at  vholesale   (including  stores)  and  at  retail 
(home  delivery),  January  194.S-June  1950 


Year  and     ', 

Total  fluid   ', 
milk  sales     ' 

Volume  at — 

•                                                                                                              • 

Percentage  at — 

n»nth       ] 

1  Wholesale 

•       Retail       * 

•  • 

•  • 

Vholesale    * 

• 
• 

Retail 

Pounds 

&imda. 

^?nndg 

,R?rc§at 

Pe^?nt 

12^         : 

January 

'     28,801,811 

14,076,4^ 

U,725,349 

48.87 

51.13 

February     : 

26,717,570 

12,914,371 

13,803,199 

48.34 

51.66 

Jferch           ! 

!     28,701,251 

U,379,423 

U,321,828 

50.10 

49.90 

April           ! 

!     27,660,815 

13,792,001 

13,868, 8U 

49.86 

50.14 

^fay                1 

t     27,it01,922 

13,630,955 

13,770,967 

49.74 

50.26 

June             J 

!    26,664,379 

13,371,220 

13,293,159 

50.15 

49.85 

July             : 

!    26,896,503 

13,938,890 

12,957,613 

51.82 

48.18 

August          ! 

'     27,327,352 

13,987,103 

13,340,249 

51.18 

48,82 

September  ; 

27,845,383 

14,594,545 

13,250,838 

52.41 

47.59 

October       i 

28,893,795 

U,875,112 

14,018,683 

51.48 

48.52 

November     ; 

•     28,07^,335 

U,378,U6 

13,696,189 

51.22 

48.78 

December     ! 

•     28.571.276 

U.  348.108 

U.223.168 

50.22 

49.78 

Total       : 

333.556.392 

168.286.336 

165.270.056 

50,45 

49.55 

1?49                 '' 

January       j 

28,901,512 

U, 422, 643 

14,478,869 

49.91 

50.09 

February     : 

•     26,390,270 

13,303,768 

13,086,502 

50.41 

49.59 

Iferch           J 

'.     29,424.,842 

14,772,915 

U,651,927 

50.21 

49.79 

April 

t    28,3^,324 

U,  308, 654 

U, 033, 670 

50,48 

49,52 

^fay 

t    28,009,774 

13,9^,365 

U,027,409 

49,92 

50,08 

June 

!     27,056,882 

13,899,097 

13,157,785 

51,37 

48.63 

July             ! 

27,239,124. 

14,095,402 

13,143,722 

51,75 

48,25 

August 

I    28,504,020 

14,960,902 

13,543,118 

52,48 

47o52 

September   : 

•     28,075,933 

14,732,523 

13,343,ao 

52.47 

47.53 

October 

i    29,897,290 

15,782,657 

14,1U,633 

52.79 

47.21 

November 

t    29,013,746 

15,105,439 

13,908,307 

52,06 

47,94 

December     i 

!     29.511.659 

15.066.570 

14.445.089 

51-05 

48.95 

Total 

I  3Z.0.367.376 

174.432.935 

165.934.441 

51.25 

48.75 

19^0 

January 

:     29,944,360 

15,160,040 

U, 784, 320 

50,63 

49.37 

l^ebruary 

!     27,342,904 

U,075,519 

13,267,385 

51,48 

48.52 

tfeirch 

i    30,545,525 

15,749,051 

14,796,474 

51.56 

48,44 

April 

t    28,937,6a 

U,730,964 

14,206,677 

50,91 

49,09 

tfey 

:    29,939,111 

15,282,369 

14,656,742 

51.04 

48,96 

June 

:     28.191.072 

U^  394.848 

13.796.224 

51.06 

48.94 

Total  1/ 

:  174.900,613 

89,392,791 

K5. 507. 822 

51,11 

48,89 

1/  Six  months  only. 

Compiled  from  records  of  the  fferket  Administrator* 
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Table  U3. — Number  of  handlers  classified  according  to  method  of 
selling  fluid  milk  during  month  of. June,  Minneapolis- 
St,  Paul  marketing  area,  19lt6-50 


Classification  of  handlers    j  19U6  :  19li7  J  19ii8  :  191i9J  1950 


Number  Nianber  Number  Number  Number 


Handlers  who  sell  exclusively- 
through  home-deliveries  8      8 

Handlers  who  sell  exclusively 

through  vriiolesale  outlets 

(including  stores)  7     8 


Handlers  using  both  types  of 
outlets 

20 

18 

18 

18 

18 

Total  handlers 

35 

3U 

31 

28 

28 

The  shift  from  home -delivered  milk  to  wholesale  and  store  outlets  has 
taken  a  varied  trend  as  between  Minneapolis  and  3t.  Paul  since  June  19U6. 
Up  to  that  time  about  the  same  price  differential  between  delivered  and 
wholesale  milk  prices  existed  in  both  cities,  and  the  same  general  dis- 
tribution patterns  prevailed  in  them.  During  the  last  6  months  of  19li6 
the  differential  fluctuated  quite  sharply  within  and  between  the  two. cities. 
Since  June  19U7  the  differential  between  delivered  and  store  prices  has  re- 
mained constant  in  both  cities,  but  the  St,  Paul  distributors  allow  a  dif- 
ference of  2^  cents  a  quart  in  prices  while  Minneapolis  distributors  permit 
only  a  l^-cent  a.   quart  differential. 

This  difference  between  the  two  cities  in  current  pricing  policy  at 
the  retail  and  wholesale  levels  (both  paying  the  producers  identical  prices 
for  milk)  is  striking,  in  view  of  the  fact  that  in  most  respects  the  two 
cities  constitute  a  single  marketing  area,  A  number  of  factors  undoubtedly 
have  influenced  the  decision  of  St,  Paul  distributors  to  price  milk  in  a 
manner  calculated  to  favor  store  sales  and  of  Minneapolis  distributors  to 
price  milk  in  a  manner  calculated  to  favor  the  continued  usage  of  milk 
wagon  deliveries  instead  of  encouraging  store  sales  by  maintaining  a  wide 
differential  between  the  retail  price  of  milk  from  the  two  sources.  The 
"Elwell  Plan"  10/  of  pricing  milk  had  been  operative  in  the  market,  and 
particularly  in  Minneapolis,  from  time  to  time  since  1939 «  It  had  the 
firm  backing  of  the  two  principal  distributors  and  the  Milk  Wagon  Drivers' 
Union  in  Minneapolis,  and  these  parties  favored  the  continuance  of  h-ome 
deliveries  rather  than  the  expansion  of  store  sales,  St.  Paul  distrib- 
utors, on  the  other  hand,  were  not  enthusiastic  over  the  Elwell  plan, 

10/  Named  for  its  proponent,  Edwin  S.  Elwell,  president  of  the  North- 
land Milk  and  Ice  Cream  Company  of  Minneapolis,  Minnesota.  See  section 
entitled  "Quantity  Discount  Plans  for  Consumers"  for  a  description  of  plan. 
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did  not  have  to  contend  with  a  strong  labor  union,  and  preferred  instead 
to  rely  upon  store  outlets  to  provide  consumers  with  an  economical  source 
of  milk. 

Table  hh  presents  data  available  in  the  market  on  the  changes  in 
the  average  amount  of  milk  sold  each  day  at  wholesale  and  retail  in  each 
of  the  cities  for  selected  months  during  19ii6  and  19^7*   the  first  6  months 
of  19^0,  and  for  the  entire  years  of  19U8  and  19U9.     The  data  show  that 
approximately  two-thirds  of  the  fluid  milk  sold  in  the  Twin  City  market 
during  this  period  was  sold  in  Minneapolis  and  suburbs  and  about  one- 
third  was  sold  in  St,  Paul  and  suburbs.     The  proportion  of  total  milk  in 
the  market  sold  in  each  city  has  varied  slightly  between  19U6  and  19$0j 
sales  in  Minneapolis  and  suburbs  increased  from  about  63,8  percent  to  6U.6 
percent  during  this  period,  whereas  St,  Paul  experienced  a  proportionate 
decline.     The  rate  of  increase  in  population  between  19U0  and  19 50,  how- 
ever, was  greater  in  Minneapolis  and  suburbs  than  in  St,  Paul  and  suburbs 
(17.8  and  16,U  percent  respectively),   so   the  changes  in  total  sales  prob- 
ably have  little  significance. 

Nevertheless,  the  portion  of  table  hk  that  indicates  the  shifts  in 
the  proportion  of  milk  sold  at  wholesale  and  retail  in  each  of  the  cities 
is  of  some  significance.     These  data  show  that  retail  (home-delivered) 
sales  constituted  between  51.6  and  $3»3  percent  of  total  sales  in  Min- 
neapolis throughout  the  period  indicated;   the  proportion  increased  slightly 
in  19U9  and  in  the   first  6  months  of  19^0  after  reaching  a  minimum  of  5l»6 
percent  in  19li8,     St.  Paul,   on  the  other  hand,  experienced  a  significant 
shift  toward  the  purchase  of  fluid  milk  through  stores  and  wholesale 
outlets;   the  proportion  of  milk  sold  by  home  deliveries  decreased  from 
U9.1  percent  in  19U6  to  ii2o3  percent  in  the  first  6  months  of  19^0. 


Shifts  in  Type  of  Containers 

The  traditional  distribution  pattern  is  being  altered  in  still 
another  respect:     The  gradxxal  but  increasing  replacement  of  glass  con- 
tainers by  paper  cartons,   especially  with  respect  to  the  sale  of  fluid 
milk,  for  which  we  have  accurate  data.     Tables  Wy  and  U6  present  this 
shift  through  a  comparison  of  total  sales  in  each  type  of  container  at 
both  the  wholesale  and  retail  levels  for  the  months  of  May  and  June   from 
19U6  through  1950  and  for  each  month  during  the  period  January  19U8  through 
June  1950,     Paper  containers  were  used  for  5*26  percent  of  total  sales  in 
May  19U6,   8.50  percent  in  May  19ii7,   m.20  percent  in  May  19li8,  18, Op  per- 
cent in  May  19U9,  and  21,33  percent  in  May  1950.     The  major  part  of  this 
replacement  occurred  in  wholesale  sales.     Of  all  sales,   5  percent  were  in 
paper  containers  at  the  wholesale  level  in  May  19U6,  and  by  May  1950  this 
proportion  had  increased  to  19.70  percent  of  all  fluid  milk  sales.     Retail 
sales  are  predominantly  in  glass  containers,  although  a  slowly  increasing 
amount  of  home-delivered  (that  is,  retail)   fluid  milk  is  being  sold  in 
paper  containers.     In  Jtinei  1950,   78,69  percent  of  total   fluid  sales  were 
in  glass  containers  and  21.31  percent  in  paper  containers;   the  sales  in 
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Tteble  lJ^.» — Average  daily  sales  of  fluid  milk:  Volume  and  percentage 
sold  at  vholesale  and  retail,  Minneapolis  and  suburbs  and 
St.  ftiul  and  suburbs,  selected  months  in  194.6,  194-7,  and 
1950  and  the  years  1948  and  1949 


Volume  of  fluid  milk  sales 


Selected   '. 

Total 
market 

1                Minneapoli 

s                \ 

St.    ftiuT 

months —   \ 

•  Total      ' 

• 

Wholesale 

•  Retail   ' 

•                                   • 

Total     ' 

• 

Wholesale 

•  Retail 

• 
• 

Bounds 

Rounds 

Fbunds 

Ibunds 

•Fbunds 

fbunds 

Fbunds 

1946 

'  935,137 

596,366 

278,256 

318,110 

338,771 

172,427 

166,344 

1947 

t  904,089 

576,79ii 

276,585 

300,209 

327,295 

172,14^ 

155,151 

19218 

!  911,356 

587,383 

284,222 

303,161 

323,973 

175,576 

U8,397 

19A9 

5  932,513 

598,546 

288,079 

310,467 

333,967 

189,819 

1U,U8 

1950 

:  966,302 

624,358 

296,561 

327,797 

341, 94i^ 

197,322 

144,622 

Percentage  of  total  fluid 

sales  in  market 

Percent 

Percept 

Perpepi^ 

1946 

:     100.00 

63.77 

36.23 

194.7 

5     100.00 

63.80 

36.20 

1948 

:     100,00 

64.45 

35.55 

1949       ' 

:     100.00 

64.19 

35.81 

1950 

r     100.00 

64.61 

35.39 

!   Rsrcentape  of  fluid  sales  a 

t  wholesale  and  retail  in  each  city 

Per^epl^ 

Percent 

Percent   ' 

'   Percent 

Percent 

Rsrcent 

1946       - 

100,00 

46.66 

53.34     ' 

100.00 

50.90 

49.10 

1947 

100.00 

47.95 

52.05     ' 

100.00 

52„60 

47.40 

I9ii8 

100.00 

48.39 

51.61     ' 

t  100.00 

5^^.19 

45.81 

1949 

100.00 

48.13 

51.87     ! 

100.00 

56.84 

43.16 

1950 

100.00 

47.50 

52.50     : 

•  100.00 

57.71 

42.29 

Compiled  from  records  of  the  Market  Administrator. 
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Table  45. — Percentage  of  rluld  milk  sold  In  glass  and  paper  containers, 
at  vholesale  and  retail,  Mlnneapolis-St.   Haul  marketing  area, 

May  and  June  194-6-50 


Xear  : 

Total  sales  of 
rluid  milk 

;       Wholesale  sales 

!          Retail 

sales 

and     i 
month   J 

Glass       :     Paper 
containers  Jcontainers 

s     Caass 
^containers 

:     Ifeper 
tcontainers 

:     Glass       J 
: containers: 

ftipsr 
containers 

Percent        Percent 

Percent 

Percent 

Percent 

Percent 

June   : 

9i.7-t            5.26 
:      93«97            60O3 

ii3.69 
42„75 

5o0C 
4o92 

51.05 
5lo22 

.26 
1.11 

IW       • 
May     : 

June    : 

•      91.50            8.50 
'       90.71            9.29 

41.80 
40.31 

8.08 
8.95 

49o70 
50.40 

.42 
.34 

19Z.8       ' 
June   ' 

85.60          U.20 
!       85o38          Uo62 

35o88 
35.88 

13.86 
Uo27 

49.92 
49o50 

.34 
.35 

1949      ' 

May 
June 

!       81.95          18.05 
:       80.73          19.27 

33.23 
33.37 

16.69 

18.00 

48.72 

47o36 

1.36 
1.27 

1950          ! 

May 
June 

't       78067          21.33 
:       78.69          21.31 

31.34 
31.45 

19.70 
19.61 

47.33 
47.24 

1.63 
1.70 

Compiled  from  records  of  the  Market  Administrator, 
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Table  ^6.— I'ercentage  of  fluid  milk  s^les  cold  in  glass  snd  paper  containers 
at  wholesale  and  ret^^^il,  Minneapolis-St.  Paul  marketing  area, 

January  19^3  -  June  1950 


Totfl  ?, 

^.le-  of 

;      Whole 

sale  sales' 

;     Retail 

sales 

Year   J 

fluid 

milk 

and    : 

Glass   : 

P^.per 

I   GL?  s  s   : 

Pa  net" 

Glass   : 

Paper 

Month  ' 

containers : 

containers 

! containers: 

containers 

•  containers : containers 

:  Percent 

Percent 

Percent 

Percent 

Percent 

Percent 

194^, 

January 

:  8A.^7 

15.53 

33.71 

15.16 

50.76 

0.37 

February 

i     8^.88 

15.12 

33.54 

U.30 

51.34 

0.32 

March 

:  85.53 

U.47 

35.95 

U.15 

49.58 

0.32 

April 

:  86.19 

13.81 

36.^7 

13.39 

49.72 

0./,2 

May 

s  85.80 

l/,.20 

35.88 

13.86 

49.92 

0.34 

June 

:  85.33 

l/,.62 

35.38 

14.27 

49.50 

0.35 

July 

:  83.75 

16.25 

35.99 

15.83 

47.76 

0,/,2 

August 

:  8^.33 

15.62 

36.00 

15.13 

43.33 

O.AA 

September 

J  82,.  30 

15.70 

37.12 

15.29 

47.18 

o.a 

October 

I     83.2/+ 

16.76 

35.97 

15.51 

47.27 

1.25 

November 

:  83.96 

16.  OA 

36.2,0 

l/,.82 

47.56 

1.22 

December 

:  82.16 

17. 3/, 

33.70 

16.52 

43. /,6 

1.32 

Average 

:  8/!..^9 

15.51 

35.55 

U.91 

■  48.94 

0.60 

1949 

Janijary  ; 

82.67 

17.33 

33.92 

15.99 

43.75 

1.34 

February 

:  82. 8/, 

17.16 

34.62 

15.79 

/,8.22 

1.37 

March 

:  82.63 

17.37 

34.2/, 

15.97 

43.39 

1-.40 

April 

:  81.65 

13.35 

33.45 

17.03 

A8.20 

1.32 

May 

:  81.95 

18.05 

33.23 

16.69 

43.72 

1.36 

June 

:  80.73 

19.27 

33.37 

18.00 

47.36 

1.27 

July 

80.57 

19.43 

33.61 

13.  U 

46.96 

1.29 

August 

:  80.18 

19.82 

34.03 

18. /,5 

46.15 

1.37 

September 

'.     80.51 

19.49 

34.34 

13,13 

46.17 

1.36 

October 

:  80. 7/, 

19.26 

34.94 

17.35 

45.30 

1.41 

November 

:  80.38 

19.62 

33.36 

18.20 

/,6.52 

1.42 

December 

:  79.77 

20.23 

32.27 

18.73 

/,7.50 

1./.5 

Average 

81.21 

18.79 

33.32 

17.43 

/,7.39 

1.36 

19^0     \ 

January 

79.43 

20.57 

31.56 

19.07 

47.87 

1.50 

Febni.^ry 

:  79.17 

20.33 

32.13 

19.30 

46.99 

1.53 

I'ferch 

:  78.89 

21.11 

31.94 

19.62 

46.95 

1.49 

April 

.  78.75 

21.25 

31.19 

19.72 

47.56 

1.53 

May 

:  78.67 

21.33 

31.34 

19.70 

47.33 

1.63 

June 

:  73.69 

21.31 

31. /.5 

19.61 

.^7.2/. 

1.70 

Average 

78.93 

21.07 

31.60 

19.51 

47.33 

1.56 

Compiled  from  the  records  of  the  Market  Administi^tor. 
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paper  comprised  19.61  percent  of  those  made  at  the  wholesale  (including 
stores)  level  and  only  1.70  percent  of  those  made  at  the  home-delivered 
level. 

The  rapidity  with  which  the  market  has  been  shifting  to  paper  con- 
tainers is  emphasized  and  partially  explained  by  the  manner  in  i^ich  dis- 
tributors have  been  converting  their  bottling  operations  to  include  paper 
containers.     The  following  table  indicates  that  no  handlers  in  the  market 
sold  milk  in  paper  cartons  exclusively.     In  June  19U6,   23  of  the  35  han- 
dlers then  in  the  market  sold  milk  exclusively  in  glass  containers,  the 
other  12  handlers  using  both  paper  and  glass.     This  Yatio  changed  enough 
that  by  June  1950  only  3  handlers  out  of  a  total  of  28  sold  milk  in  glass 
containers  exclusively,  the  remaining  20  handlers  selling  fluid  products 
in  both  paper  and  glass  containers. 

Table  U7. — Number  of  handlers  classified  according  to  type  of 
containers  used  in  bottling  fluid  milk,  month  of 

June  19U6-50 

Handlers  using  —  :  19U6  '■   19U7  -     19U3  «  19U9  •     1950 


Number  Number  Number  Number  Number 


Exclusively  glass  containers 
Exclusively  paper  containers 
Both  paper  and  glass  containers 
Total  handlers  in  market 


23 

23 

16 

9 

8 

0 

0 

0 

0 

0 

12 

11 

15 

19 

20 

35 

3ii 

31 

28 

28 

Changes  in  Types  of  Milk  Sold 

Although  milk  itself  is  customarily  thought  of  as  a  homogeneous  prod- 
uct, the  types  of  milk  sold  by  distributors  (as  distinguished  from  grades 
of  milk)  have  increased  greatly  in  the  last  two  decades.  We  have  already 
noted  that  the  sales  of  certified  and  raw  milk  declined  greatly  since  1929, 
and  have  now  disappeared  from  the  local  market.  Sales  of  special  milk  (in 
this  case  milk  with  a  higher  butter fat  content  produced  under  special  herd 
conditions)  has  also  decreased  in  relative  importance,  but  more  significant, 
perhaps,  is  the  current  shift  from  "regular"  to  homogenized  and  Vitamin  D 
homogenized  milk.  These  shifts  are  indicated  by  the  data  in  tables  U8 
and  ii9.  The  decline  in  importance  of  regular  milk  has  been  fairly  steady 
since  data  became  available  in  19ii6,  dropping  from  an  average  of  75  per- 
cent of  all  fluid  sales  in  May  19U6  to  50  percent  in  June  1950,  The 
greatest  shift  took  place  in  19U9,  most  of  the  increase  going  into  Vitamin  D 
homogenized  milks  rather  than  into  unfortified  but  homogenized  milk. 
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TSable  4.8. — Tjt»s  of  fluid  milk  sold  by  distributors,  expressed  as 
percentages  of  total  fluid  milk  sales  in  area, 
Minneapolis-St,  Raul  marketing  area. 
May  and  June  194-6-50 


Tear  and 
month       J 

Regular  milk 

• 
• 

.   Homogenized 

:  Vitamin  Q- 
:  homogenized 

• 

\  Special  milk 

Percent 

Ifercent 

Percent 

Bsrcent 

1946 

May 
June 

:           75.39 
r           71.93 

4.31 

10.18 

lOoOl 
7.01 

10.29 
10.88 

1947                 ' 
May 

Juns 

5           71.99 
!           72.80 

11.81 
5.43 

7.67 
13.04 

8.53 
8.73 

1%B                 '. 
May 
June 

!          65.52 
68.65 

13.78 
13.80 

13.12 
10.07 

7.58 
7o48 

1949              ' 
May 

June             ! 

i          57.87 
56.94 

16.15 
19.22 

19.23 
17.10 

6.75 
6.74 

19^0                 ! 
May 
June 

!          51.66 
i           50.12 

22.30 
22.84 

20.39 
21.40 

5.65 
5.64 

Compiled  from  records  of  the  Market  Administrator, 
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Table  li9.— Types  of  fluid  milk  sold  by  distributors,  expressed  as  a 
percentage  of  total  fluid  milk  sales  in  area,  Minneapolis- 
St.  Paul  marketing  area,  January  19li8  -  June  1950 


Year  and 
month 


Regular  milk  *  Homogenized 


Vitamin  D- 
homogenized 


Special  milk 


January 

February 

March 

April 

May 

June 

July  - 

August 

September 

October 

November 

December 

Average 
19a9 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Avers.ge 

1950 
January*- 
Februarj'' 
March 
April 
May 
June 
Average 


Percent 


Percent 


Percent 


Percent 


:           69.32 

15.89 

7.85 

•     6.9h     ■ 

s           6h.32 

19.  OU 

9.76 

6.88 

:           66.1]i 

16,22 

10.08 

7.56 

t          61i.36 

17.75 

10.30 

7.59 

t          65.52 

13.78 

13.12 

7.58 

s          68.65 

13.80 

10.07 

7.1x8 

t          66.82 

15.20 

10.31 

7.67 

:           67.27 

III. 92 

10.09 

7.72 

:           66.77 

lh.h8 

11.3ii 

7.ia 

:           6a. 91 

17.33 

10.60 

7.16 

t           6U.U3 

17.1i0 

10.77 

7.iiO 

t          63ol43 

16.99 

12,)i6 

7.12 

t          65«99 

16.27 

10.37 

7.37 

r           63.99 

17.08 

12.06 

6.87 

r          63.31 

17.73 

12.33 

6.83 

59.62 

21.15 

12. Ii] 

6.82    - 

:           57.81 

19.35 

16,09 

6.92 

£          57.87 

16.15 

19.23 

6.75 

:           56.91-! 

19.22 

17.10 

6.7li 

t          55.95 

20.23 

17.12 

6.70 

:          56.05 

19.38 

18.35 

6.ii2 

:           55.70 

19.52 

18.56 

6.22 

:          56.55 

20.  LO 

17.07 

5.98 

:           56.12        - 

19.61! 

18.26 

5.98 

:            9xM 

19.5ii 

19.9ii 

5.8ii 

:       .     57.86 

19.31 

16.3ii 

6.Il9 

53.61 
52.86 
52.32 
51.89 
51.66 
50.3  2 
^2709 


20.97 
21.80 
21.23 
22.29 
22.30 
22. 81- 


19.53 
19.51 
20.7  b 
20.06 

20.39 
21.ii0 


20.27 


5.89 
5.83 
5.71 
5.76 
5.65 
5.6I1 

TTtT 


Compiled  from  records  of  the  Market  Administrator. 
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WMle  these  changes  in  the  importance  of  various  types  of  whole 
milk  were  taking  place,  the  total  volume  of  whole  milks  was  decreasing 
relative  to  the  newer  types  of  fluid  products  made  from  skim  milk.  This 
shift  is  revealed  in  part  by  tables  22  and  23.  These  data  indicate  that 
skim  milk,  buttermilk  and  flavored  milk  drinks  as  a  group  totaled 
l6,12U,8UO  pounds  and  comprised  3,3  percent  of  total  Class  I  sales  in 
19U6;  by  19^0  the  sales  efforts  concentrated  upon  such  products  by  dis- 
tributors helped  increase  sales  of  these  products  to  a  total  of  20,087,5^9 
pounds  (about  5«0  percent  of  Class  I  sales). 

Distributors  also  have  assigned  individual  brand  names  to  most  of 
these  products,  and  they  are  advertised  as  such  to  permit  a  greater  degree 
of  differentiation  between  the  products  sold  by  different  dealers.  This 
differentiation  is  based  more  on  the  methods  of  processing  and  the  types 
of  nutritive  supplements  added  to  the  skim  milk  than  on  the  differences 
in  the  quality  of  the  basic  ingredient.  Except  for  milk  of  higher  butter- 
fat  content  produced  by  special  herds,  the  Twin  City  distributors  have  not 
assigned  brand  names  to  sales  of  whole  milk  to  the  extent  that  they  have 
been  assigned  in  some  other  markets.  The  fact  that  nearly  all  distributors 
receive  nearly  all  their  raw  milk  from  the  same  source  -  the  TCMPA  -  prob- 
ably nullifies  any  substantial  grounds  upon  which  such  differentiation  can 
be  practiced  on  whole  milk  sales  in  the  Twin  City  market. 


Quantity  Discount  Plans  for  Consumers 

A  goal  of  many  persons  concerned  with  the  distribution  system  as  a 
whole  is  to  introduce  and  encourage  distributive  efficiencies  that  will 
lower  prices  (of  milk,  for  example)  to  consumers  without  reducing  the  level 
of  prices  to  producers  or  the  level  of  returns  to  distributors.  Such  new 
efficiencies  could  also  result  in  the  sharing  of  the  benefits  among  pro- 
ducers, distributors,  and  consumers  in  varying  proportions.  Although 
there  are  several  approaches  to  achieving  this  goal,  the  distributors  in 
the  Twin  City  market  have  received  considerable  publicity  for  a  unique 
system  of  quantity  discounts  on  deliveries  of  fluid  milk  and  cream.  This 
system,  generally  known  as  the  "Elwell  plan"  (see  footnote  10/,  p.  177), 
was  formulated  in  the  early  1930' s  and  has  been  operative  in  the  market 
from  time  to  time  since  March  1,  1939 >  when  it  was  put  into  effect. 

The  essence  of  the  plan  is  that  the  delivered  price  per  quart  of 
milk  is  influenced  by  two  costs  —  the  cost  of  the  milk,  including  proc- 
essing and  bottling  at  the  plant,  and  the  cost  of  delivering  the  bottled 
product  to  the  purchaser.  The  basic  cost  of  milk  is  set  at  so  much  a 
quart  at  the  plant  and  the  cost  of  delivery  is  calculated  on  the  basis 
of  so  much  for  each  stop  of  the  delivery  vehicle.  These  costs  are  then 
presented  as  separate  items,  and  the  price  of  milk  to  any  user  is  deter- 
mined by  the  number  of  quarts  {lelivered  at  a  single  delivery.  At  the 
time  the  plan  was  advertised  publicly  in  a  local  newspaper  in  1937,  the 
prices  used  in  table  50  were  used  to  illustrate  the  workings  of  the 
quantity  discount  system.  It  will  be  noted  that  persons  who  buy  but 
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one  quart  at  a  delivery  pay  more  than  under  the  conventional  pricing 
system,  but  that  on  purchases  of  three  quarts  or  more  at  one  delivery, 
the  saving  becomes  fairly  substantial  in  size. 

The  success  of  this  plan  was  predicated,  of  course,  upon  a  sizable 
reduction  in  the  costs  of  milk  delivery — a  condition  that  could  be  achieved 
only  by  a  consolidation  of  milk  routes,  the  elimination  of  unprofitable 
stops,  an  increase  in  the  number  of  units  delivered  by  each  milk  wagon 
driver,  and  a  resultant  decrease  in  the  amount  of  delivery  equipment  and 
the  number  of  drivers  employed  by  distributors.  When  the  plan  was  an- 
nounced in  1937,  it  met  with  the  immediate  and  aggressive  opposition  of 
the  milk  wagon  drivers  union.  The  controversy  was  carried  on  in  succes- 
sive advertisements  in  Minneapolis  papers,  and  was  temporarily  resolved 
by  a  decision  of  the  distributor  not  to  institute  the  plan  at  that  time. 
In  its  place  was  substituted  a  plan  that  granted  to  an  individual  pur- 
chaser a  20  percent  discount  on  all  purchases  of  milk  and  cream  in  excess 
of  $k   a  month. 

Table  $0, — The  "Elwell"  plan  of  quantity  discounts  on  delivered 
sales  of  fluid  milk  and  cream  \^en  milk  regularly 
retails  for  11  cents'  per  quart 


Quarts 
of 

milk 

(Number) 


Difference  in 
total  cost  from 
standard  plan 


1 
2 
3 
h 

6 


Cents 


Cents 


Cents 


Cents 


Cents 


9 

3 

1? 

12 

f  1 

18 

3 

21 

10  1/2 

-  1 

27 

3 

30 

10 

-  3 

36 

3 

39 

9  3A 

-  5 

kS 

3 

U8 

9  3/5 

-  7 

^h 

3 

57 

9  1/2 

'  9 

The  plan,  when  put  into  effect,  provided  for  a  k   cent  differential 
between  the  price  of  the  first  and  the  subsequent  quarts  of  milk  or  extra 
dairy  products,  such  as  cream,  skim  milk,  or  buttermilk,  delivered  at  one 
time.  The  plan  has  been  used  almost  continuously  in  Minneapolis  since 
it  was  put  into  effect,  although  the  difference  between  the  first  and  the 


subsequent  quarts  has  been  set  at  3  cents, 
during  different  periods  of  time. 


2  cents,  and  1  cent  per  unit 


The  distributors  and  interests  irtio  opposed  the  plan  did  so  for  a 
variety  of  reasons.  Those  most  frequently  mentioned  were  the  following! 

(1)  Many  distributors  preferred  the  option  to  grant  selective  dis- 
counts for  purchases  in  quantity  rather  than  grant  discounts  to  all 
quantity  buyers. 
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(2)  Small  customers  protested  against  the  discrimination. 

(3)  Numerous  distributors  felt  it  would  be  impossible  to  check 
the  operations  of  milk  wagon  drivers  who  might  collect  the  higher  price 
from  consumers  but  report  the  sales  as  having  been  made  at  the  lower 
price,     A  suggested  remedy  for  this  possibility  is  to  have  the  driver's 
pay  made  up  of  ail  monies  received  over  a  platform  price  at  the  plant, 
which  pay  would  include  the  cost  of  operating  the  truck, 

(h)  Some  persons  felt  that  in  comparing  prices  as  between  markets, 
the  price  for  1  quart  of  milk  would  be  used  as  the  prevailing  price  for 
milk.     Because  the  prevailing  price  would  be  much  less,  the  amount  de- 
pending upon  the  quantity  taken,  it  was   feared  the  Twin  City  market  would 
con^iare  unfavorably  with  other  markets. 

(5)  Stores  protested  that  distributors  who  also  supplied  them  with 
milk  competed  more  actively  for  retail  sales.     This  objection  was  valid 
indeed,  because  the  discount  plan  removed  part,   if  not  most,  of  the 
price  advantage  that  consumers  gained  by  purchasing  milk  from  stores. 

Many  persons  also  recognized  desirable  aspects  in  the  plan,  and 
favored  it  for  the  following  reasons s 

(1)  The  pricing  procedure  would  correct  the  existing  circumstances 
under  ;rtiich  distributors  were  losing  money  on  small  customers  and  taking 
too  large  a  margin  on  customers  who  purchased  milk  in  large  quantities. 
In  other  words,   consumers  would  pay  nearer  the  actual  costs  involved  for 
services  rendered. 

(2)  The  plan  complemented  the  increased  use  of  better  refrigeration 
facilities  in  the  home  and  the  desirability  of  lowering  marketing  margins 
by  encouraging  every-other-day  deliveries. 

(3)  The  plan  would  encourage  a  greater  use  of  home-delivery  facilities 
and  reduce  the  price  advantage,  that  large  consumers  had  realized  by  pur- 
chasing milk  from  stores.     The  plan  made  the  every-other-day  delivery 
system  more  effective  by  discouraging  the  consumer  practice  of  having  two 
different  distributors  deliver  milk  on  alternate  days. 

The  plan  has  had  several  effects  upon  the  distribution  of  milk  in 
Minneapolis,     First  of  all,   it  has  tended  to  lower  distributors'   margins 
and  to  ensure  that  all  quantity  buyers  of  home-delivered  milk  receive 
similar  price  discounts.     Second,  it  has  tended  to  direct  small  buyers 
to  use  stores  and  quantity  buyers  to  use  home  deliveries.     Third,  the 
plan  has  played  an  important  part  in  permitting  retail  deliveries  of 
milk  in  Minneapolis  to  conpete  with  store  sales.     In  fact,  data  presented 
earlier  in  this  report  indicate  that  sales  through  stores  and  wholesale 
outlets  during  the  period  19ii6-ii9  have  not  increased  in  Minneapolis  but 
have  increased  naterially  in  St.  Paul,  where  the  plan  is  not  in  effect. 
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Costs  and  Margins  of  Milk  Distribution  at  Wholesale  and  Retail 

The  size  and  the  changes  in  the  mai^ceting  margins  realized  by  dis- 
tributors are  probably  among  the  most  studied  aspects  of  fluid  milk  dis- 
tribution. A  great  amount  of  time  and  resoiirces  have  been  devoted  to  the 
problem  of  how  to  reduce  the  spread  between  the  price  paid  by  consumers 
and  the  price  received  by  producers;  the  producer  hopes  that  any  reduc- 
tions in  marketing  costs  will  be  reflected  back  in  the  form  of  higher 
prices  for  his  production  while  the  consumer  is  interested  in  such  re- 
ductions as  a  means  of  lowering  the  retail  price  of  milk  and  milk  products. 

The  calculation  of  an  accurate  marketing  margin  is  an  extremely  de- 
tailed and  difficult  task.  The  results  of  such  analyses  are  also  subject 
to  widespread  misinterpretation.  Distributors  sell  a  wide  variety  of 
fliiid  products.  They  realize  a  different  margin  on  each  product  and  a 
different  margin  on  the  same  product,  this  depending  upon  whether  it  is 
sold  at  wholesale  or  retail  and  whether  purchased  in  large  or  small  quan- 
tities. Under  these  circumstances,  a  wide  margin  on  one  product  sold  in 
one  manner  does  not  infer  a  wide  margin  of  profit. 

In  addition,  it  should  be  pointed  out  that  in  the  local  market  the 
TCMPA  performs  a  number  of  marketing  services  for  its  distributors,  the 
cost  of  which  is  included  in  the  distributors'  paying  price  to  the  pro- 
ducers' association.  Under  these  circumstances,  the  margin  needed  to 
cover  the  cost  of  the  services  is  "hidden"  in  the  dealers'  cost  price 
for  milk  rather  than  appearing  in  the  marketing  margin  taken  by  distrib- 
utors. This  practice  lowers  the  size  of  the  marketing  margin  needed  by 
local  distributors,  and  tends  to  favor  them  in  many  intermarket  compari- 
sons of  the  amount  of  gross  margins  taken  by  fluid  milk  distributors. 
On  the  other  hand,  the  use  of  the  "Elwell  plan"  in  Minneapolis  tends  to 
complicate  the  detenrdnation  of  an  average  retail  price.  Because  the 
price  of  the  second  and  succeeding  quarts  of  milk  purchased  at  one 
delivery  declines  significantly  under  this  plan,  the  prevailing  average 
price  per  quart  is  not  the  price  of  the  first  quart  of  milk,  but  depends 
upon  the  quantity  taken  at  one  delivery.  For  pxrrposes  of  this  study,  it 
is  estimated  that  the  average  retail  delivery  is  k   quarts,  every  other 
day. 

A  detailed  study  of  marketing  margins  for  fluid  milk  in  the  Twin 
City  area  is  beyond  the  scope  of  this  study,  but  an  attempt  is  made  to 
use  available  data  for  retail  and  wholesale  deliveries  of  3.5  percent 
milk  and  to  calculate  an  average  msirketing  margin  on  this  item  for  each 
city  for  the  years  1^19  through  19^0,  subject  to  the  LLmltations  stated 
above.  Another  caution  must  be  introduced  at  this  point.  The  price  paid 
producers  by  distributors  is  the  price  paid  the  TCMPA  (and  all  producer 
groups  for  the  years  19ii6-50)  for  jnilk  used  only  for  fluid  purposes.  It 
does  not  represent  the  price  paid  individual  producers  by  the  association, 
for  the  association  must  blend  the  returns  from  the  sale  of  milk  for  such 
fluid  purposes  with  its  returns  from  the  sale  of  manufactured  dairy 
products  made  from  the  surplus  milk  that  could  not  be  sold  for  fluid 
purposes. 
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The  changes  in  the  average  yearly  retail  and  wholesale  price  for 
a  quart  of  milk  in  Minneapolis  and  St.  Paul  are  presented  in  table  5l> 
together  with  the  price  paid  the  producers  and  the  apparent  margin  on 
retail  and  wholesale  sales.  The  marketing  margin  is  available  to  the 
distributor  for  use  in  paying  costs  of  processing  and  distributing,  and 
does  not  represent  net  profits.  The  marketing  margin  on  retail  sales  in 
Minneapolis  varied  from  U«63  cents  a  quart  in  1933  to  8.58  cents  a  quart 
in  19148;  the  same  margin  on  wholesale  sales  varied  from  3«06  cents  to 
7.22  cents  for  the  same  years.  The  margins  on  retail  sales,  expressed 
as  a  percentage  of  the  consumer's  dollar  expenditure  for  home  deliveries 
of  fluid  milk,  are  presented  in  figure  10.  The  data  in  this  chart  em- 
phasize that  the  distributors'  margins  remained  relatively  fixed  from 
year  to  year  and,  as  a  consequence,  represent  a  larger  proportion  of  the 
consumer's  dollar  in  periods  of  declining  prices.  These  data  also  indi- 
cate (1)  that  farmers  bore  the  brunt  of  the  price  declines,  and  (2)  that 
farmers  also  were  among  the  first  to  benefit  from  periods  of  increased 
consiomer  purchasing  power  and  strong  demands  for  fluid  milk. 

The  relatively  low  level  of  distributors'  margins  during  the  war- 
time period  19Ul-ii6  does  not  necessarily  reflect  unprofitable  operations; 
the  adoption  of  every-other-day  deliveries  and  the  sizable  increases  in 
volume  of  business  occasioned  by  the  strong  demand  for  fluid  milk  re- 
sulted in  distributors  obtaining  a  good  margin  of  profit  in  spite  of 
having  no  increases  in  absolute  margins.  Higher  costs,  principally  for 
labor,  have  been  a  factor  in  the  increased  margins  since  that  time, 
although  the  continuation  of  every-other-day  deliveries  probably  has 
held  down  the  price  of  milk  to  some  extent. 
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IX.    EVALUATION 

Background  of  Regulations       ' 

Since  1933  the  Federal  Government,  tlirough  the  medium  of  milk  mar- 
keting agreements,  licenses,  and  orders,  has  played  an  increasingly  more 
effective  role  in  the  pricing  and  marketing  of  milk  in  the  major  fluid 
milk  consuming  centers  of  the  United  States,  Moreover,  the  Federal  regu- 
latory program  is  an  expanding  one,  additional  markets  continually  re- 
questing milk  orders  to  replace,  modify,  or  strengthen  existing  price- 
determining  methods.  The  twin  cities  of  Minneapolis  and  St,  Paul,  Minn,, 
was  the  fourth  market  to  adopt  a  Federal  milk  maii^eting  agreement  and 
license.  Since  that  time  the  Twin  City  market  has  been  under  continuous 
Federal  regulation,  and  has  utilized  or  been  subject  to  eadi  distinct  type 
of  milk  market  control  that  was  promulgated.  The  market  also  comprises 
one  of  the  larger  milk-consuming  areas  of  the  Nation,  and  at  the  same  time 
is  located  in  the  midst  of  the  most  ii^ortant  dairy  region  of  the  United 
States,  These  facts  make  it  desirable  to  attenpt  an  evaluation  of  the 
historical  and  economic  effects  of  Federal  regulation  upon  the  marketing 
structure  for  fluid  milk  and  its  products  in  the  Twin  City  marie eting  area. 

The  characteristics  of  whole  milk,  together  with  the  application  of 
local  health  and  sanitation  standards  (the  earliest  form  of  regulation  of 
the  fluid  milk  industry),  create  serious  problans  in  the  marketing  and 
pricing  of  fluid  milk.  Generally  speaking,  each  consuming  center  has  its 
separate,  localized  source  of  supply,  and  prices  are  determined,  within 
liBD-ts,  by  negotiation  rather  than  by  the  interplay  of  competitive  forces 
operating  on  a  more  Nation-wide  basis.  Thus,  fluid  milk  producers  are 
closely  identified  with  an  individual  market  and  with  an  independent 
pricing  system  susceptible  to  a  certain  degree  of  instability  and  local 
influence.  Until  the  early  1900' s,  these  price  negotiations  were  between 
farmers  and  small  retail  distributors,  but  farmer- distributors  furnished 
keen  competition  for  the  small  retail  distributors  and  thereby  played  an 
important  role  in  setting  the  price  level.  Milk  distribution  later  be- 
came a  specialized  business  for  large  dealers,  and  farmers  shifted  from 
being  farmer-distributors  to  producing  milk  exclusively.  The  result  was 
that  distributors  were  often  in  a  powerful  position  to  force  producers' 
prices  downward  by  pitting  producers  against  one  another. 

Farmer  cooperatives  were  encouraged  as  the  best  method  of  strength- 
ening the  bargaining  position  of  the  individual  farmers  in  their  price 
negotiations  with  large  metropolitan  distributors,  and  they  succeeded 
fairly  well  for  a  time  in  equalizing  the  bargaining  power  of  the  pro- 
ducers against  that  of  the  distributors.  The  associations  developed  such 
techniques  as  the  "classified  price  plan"  and  pooling  arrangeroaits  to  im- 
prove the  methods  for  pricing  of  milk  and  the  distribution  of  the  returns 
to  their  prodacer-members.  Although  these  new  methods  became  fairly  well 
established  as  an  industry  pattern,  they  tended  to  break  down  because  of 
the  inherent  advantages  that  might  accrue  to  those  producers  and  dealers 
who  refused  to  participate  in  the  plans.  This  was  a  serious  weakness  in 
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the  fluid  milk  marketing  structure  of  that  time,  although  it  did  not  be- 
come too  apparent  until  the  inpact  of  the  widespread  depression  of  the 
early  1930' s.  Producers'  fluid  ndlk  prices  declined  sharply  in  all  mar- 
kets at  that  time,  including  those  markets  serviced  by  strong  producer 
cooperatives.  The  prices  for  manufactured  dairy  products  also  declined 
sharply  during  this  period,  and  producers  of  manufacturing  milk  began  to 
exert  special  efforts  to  sell  at  least  part  of  their  production  in  nearby 
fluid  markets.  The  fluid  markets  became  disorganized  and  chaotic,  with 
the  result  that  producer  groups  demanded  some  sort  of  regulation  by  the 
Federal  Government, 

Congress  sought  to  relieve  the  effects  of  the  depression  upon  the 
agricultural  sector  of  the  economy  by  passing  the  Emergency  Agricultural 
Relief  Act,  in  1933,  title  I  of  which  is  commonly  known  as  the  Agri- 
cultural Adjustment  Act  of  1933*  This  enabling  act  provided  authority 
for  the  Secretary  of  Agriculture  to  regulate  the  marketing  of  milk,  along 
with  other  fann  products,  in  such  a  way  as  to  stabilize  the  markets  and 
increase  returns  to  farmers.  This  was  to  be  acconplished  by  having  the 
Secretary  of  Agriculture  enter  into  marketing  agreements  with  persons  or 
groups  who  handled,  in  interstate  commerce,  any  agricultural  commodity» 
As  later  promulgated,  the  marketing  agreements  for  milk  contained: 

(1)  A  schedule  of  minimum  prices  that  had  to  be  paid  producers  for  milkj 

(2)  a  schedule  of  exact  resale  prices  to  consumers;  and  (3)  a  list  of  un- 
fair trade  practices  that  were  to  be  outlawed.  These  agreements  could  be 
enforced  only  on  those  parties  who  signed  them,  however,  so  the  Secretary 
was  further  authorized  to  issue  a  license  that  imposed  the  terms  of  the 
agreement  upon  all  handlers  (distributors)  in  the  market. 


The  Twin  City  Market 

The  local  fluid  market  is  in  the  center  of  an  intensive  milk  pro- 
duction area  in  which  there  is  little  or  no  competition  from  other  cities 
for  available  milk  supplies.  Estimates  indicate  that  six  to  eight  times 
as  much  milk  is  produced  within  50  miles  of  the  center  of  the  Twin  City 
area  as  is  consumed  for  fluid  uses  by  the  one  million  persons  residing 
therein.  Another  significant  aspect  of  the  supply  side  of  the  local 
fluid  milk  market  is  the  overwhelming  inportance  of  milk  producers'  co- 
operative associations,  the  most  ia^jortant  of  which  is  the  Twin  City  Milk 
Producers  Association.  Available  data  indicate  that  since  1923  (except 
for  1932)  the  TCMPA  has  supplied  milk  to  all  the  large  distributors  in 
the  tvro  cities,  and  that  this  volume  has  amounted  to  between  80  and  90 
percent  of  the  total  milk  consumed  in  the  market.  While  achieving  this 
position,  the  association  sold  distributors  only  the  milk  for  which  they 
were  willing  to  pay  the  fluid  ndlk  price,  and  withheld  the  remainder  for 
manufactirre  into  dairy  products  in  association-owned  plants. 

Conditions  in  the  Market  Prior  to  Federal  Regulation 

During  the  early  1930' s  there  were  approximately  156  creameries  and 
cheese  factories  located  within  50  miles  of  the  Twin  Cities,  and  the  fall 
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in  prices  for  manufactured  dairy  products  during  that  period,  coupled 
with  the  negligible  value  of  skim  milk  at  either  the  farm  or  plant,  accen- 
tuated the  relative  profitability  of  the  higher-priced  fluid  milk  market 
and  led  to  increased  efforts  on  the  part  of  the  outlying  creameries  to 
obtain  similar  outlets*     IVo  conditions  combined  to  make  entry  into  the 
fluid  markets  easy  at  that  time,  particularly  in  Minneapolis?     (1)  The 
TCMPA  did  not  reduce  fluid  prices  to  distributors  in  proportions  com- 
parable to  the  price  declines  that  had  occurred  in  butter  and  cheesej  and 
(2)  the  milk  ordinance  then  in  effect  in  Minneapolis  contained  no  provi- 
sions for  farm  inspection,  a  factor  that  made  Minneapolis  an  "open  city" 
for  any  of  the  1^6  outlying  creameries  that  might  vrish  to  enter  the  fluid 
market,     St,  Paul  required  farm  inspection  and  the  holding  of  an  official 
city  permit  to  ship  milk.     The  farm  inspection  was  onerous,   and  producers 
preferred  to  sell  to  Minneapolis  dealers  when  they  could,   rather  than  to 
seek  a  permit  to  sell  in  St,  Paul,     The  premium  for  fluid  milk  encouraged 
outlying  creameries  to  sedc  pasteurization  permits  or  to  contract  to  sell 
their  milk  to  new  dealers  within  the  city.     After  receiving  pasteurization 
permits  the  plants  bottled  milk  and  hauled  it  to  the  Twin  Cities,  where 
final  distribution  was  effected  through  newly  established  distributors 
or  peddlers,   or  both.     These  peddlers  were  prohibited  by  ordinance  from 
operating  in  St,  Paul,   so  Minneapolis  distributors  received  the  full  brunt 
of  their  competition. 

The  coK?5anies  that  did  not  purchase  milk  from  the  association  during 
the  1931-32  period  paid  prices  ranging  from  15  to  20  cents  a  hiindredweight 
less  than  that  of  the  TCMPA- contracting  distributors.     The  price  compe- 
tition began  to  affect  seriously  the  larger  distributors,  however,  and 
the  TCMPA  reduced  prices  to  meet  the  competition.     The  market  conflict 
continued  until  milk  was  sold  to  Minneapolis  distributors  for  50  cents 
a  hundredweight.     This  price  had  prevailed  little  i!K>re  than  a  month  when 
5  of  the  11  distributors  who  previously  relied  on  "outside"  milk  signed 
long-term  full-supply  contracts  with  the  T(>!PA,     The  Minneapolis  City 
Council  passed  several  ordinances  during  this  period  that  were  designed 
to  restore  stability  to  the  fluid  marketj  one  was  a  new  milk  ordinance 
that  required  farm  inspection  and  permits  and  the  pasteurization  of  milk 
within  the  city  limits.     The  effect  of  these  ordinances  was  to  limit  the 
methods  by  which  outlying  producers  and  pasteurizers  were  able  to  enter 
the  fluid  m.lk  market  and  precipitate  unrest  and  unstable  marketing  con- 
ditions.    The  decision  of  the  5  di^ributors  to  purchase  milk  from  the 
TCMPA  ended  the  market  conflict,  and  the  dealers  buying  price  was  re-     • 
stored  to  a  reasonable  level  of  $1,1|0  a  hundredweight.     The  aftermath 
of  the  efforts  of  oubljdng  creameries  to  enter  the  fluid  milk  maricet  and 
the  price  war  was  to  establish  more  firmly  the  dominant  position  of  the 
TCMPA, 


Federal  Regulation  by  Milk  Licenses  and  Agreements,   1933'hh 

The  enabling  act  had  beai  in  effect  only  a  little  more  than  a  month 
when  the  Twin  City  Milk  Producers  Association  attempted  to  obtain  a  Federal 
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marketing  agreement  and  license  for  the  Twin  City  niilkshed.     The  market 
had  already  been  stabilized  after  a  serious  milk  "price  war"  in  early 
1933 — a  "price  war"  that  was  the  culmination  of  disorganized  and  chaotic 
marketing  conditions  that  had  prevailed  in  the  local  market  following  the 
sharp  decline  in  butter  and  cheese  prices  in  the  early  1930's — but  there 
was  doubt  that  the  stability  would  persist. 

The  initial  regulation  went  into  effect  on  September  2,   1933»  and 
consisted  of  a  marketing  agreement  between  the  Secretary  of  Agriculture, 
the  TCMPA,  and  2$  fluid  milk  distributors  from  Minneapolis  and  St,  Paul 
and  a  Federal  milk  license  that  imposed  the  terms  of  the  marketing  agree- 
ment upon  all  parties  serving  the  Twin  City  fluid  milk  market*     As  adopted, 
the  agreement  and  license  (No,  5)  were  the  program  of  the  local  market 
interests,  and  provided  for:      (1)  A  minimum  price  to  producers;    (2)  a 
classification  of  distributors  and  a  detailed  pricing  procedure  to  insure 
that  distributors  in  each  classification  paid  identical  prices  for  fluid 
milk  and  cream;    (3)  a  schedule  of  exact  wholesale  and  retail  prices  that 
distributors  could  charge  for  pasteurized  milk  and  cream  in  various-sized 
containers;    (U)  an  elaborate  schedule  of  fair  trade  practices  limiting 
the  competitive  activities  of  all  distributors;    (5)  a  local  coiranittee  to 
administer  the  regulation;  and  (6)  a  license  through  which  the  terms  of 
the  regulation  were  imposed  upon  all  distributors. 

The  agreement  and  license  was  amended  once,  on  Novanber  29,   1933^ 
in  order  to  establish  an  increase  in  retail  and  producer  prices.     The 
Twin  City  Agreement-License  (No,   5)  remained  in  high  favor  and  in  f\ill 
effect  after  the  amendment,  and  both  producers  and  distributors  were 
pleased  with  its  operation. 

The  original  agreements  were  all  canceled  by  the  Secretary  of  Agri- 
culture in  January  193U,  and  the  licenses  were  modified  to  carry  out  the 
Agricultural  Adjustment  Administration's  new  policy  of  not  establishing 
and  enforcing  (or  atteupting  to  enforce)   a  complete  schedule  of  distrib- 
utors' wholesale  and  retail  prices.     The  new  policy  allowed  protection 
against  certain  unfair  competitive  practices,  however,   and  permitted  the 
establishment  of  minimum  wholesale  and  retail  prices.     Local  market  inter- 
ests objected  strenuously  to  this  change,  but  the  national  policy  had  been 
set  and  the  original  program  was  replaced  by  a  new  Federal  license  (No,   32) 
on  February  16,   193U*     An  important  administrative  change  in  the  new  li- 
cense was  the  appointment  of  a  representative  to  perform  the  various 
functions  assigned  to  the  Secretary  of  Agriculture — a  forerunner  of  the 
present-day  milk  market  administrator. 

The  Twin  City  License  No,  32  proved  to  be  an  effective  means  of 
regulating  the  price  of  producer  milk  during  the  year  and  one-half  from 
February  193li  through  August  1935.     It  was  amended  five  times  during  that 
period;   the  net  effect  of  these  changes  was  to  strip  the  license  of  most 
of  its  regulatory  provisions.     The  minimum  retail  and  wholesale  price 
schedule  was  eliminated  on  June  5>  193^5,  and  the  power  to  raise  or  lower 
the  specified  minimum  producer  price  was  taken  away  by  an  amendment  to 
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the  enabling  act  on  August  26,  1935*  that  substituted  orders  for  licenses 
and  provided  that  existing  licenses  could  be  continued  but  not  changed  in 
any  respect. 

The  abandonment  of  the  Federal  milk  licensing  program  on  August  26, 
1935*  placed  the  principal  Biarket  interests  in  a  difficult  position.  The 
license  had  worked  well  in  the  local  market,  yet  the  new  national  program 
was  to  replace  licenses  with  "orders"  promulgated  under  the  new  amendments 
to  the  enablir^  act.  The  TCMPA  would  have  accepted  this  change,  but  the 
USDA  hesitated  to  apply  an  order  to  the  Twin  City  area  because  the  market 
would  not  qualify  as  an  interstate  market  as  that  concept  was  interpreted 
in  court  decisions  at  that  time.  The  license  did  provide  a  "floor"  to 
prices,  however,  and  afforded  the  only  means  of  retaining  the  Federal 
representative  to  supervise  the  milk  buying  and  pricing  practices  of  vari- 
ous distributors.  The  major  market  interests  considered  his  presence  an 
important  requisite  to  continued  market  stability,  so  License  No,  32  con- 
tinued to  play  a  role  in  the  pricing  of  fluid  milk  and  cream  for  a  peidod 
of  about  8  years  after  the  licenses  had  been  "frozen,"  and  the  USDA  de- 
clined to  enforce  their  provisions  by  court  action. 


Federal  Regulation  During  World  War  II,  through  October  19i45 

Beginning  with  World  War  II  and  the  emergency  conditions  of  iym-i42, 
OPA  price  controls  on  fluid  milk  and  cream  at  retail  and  wholesale  levels, 
and  on  raw  milk  at  the  producer  level,  superseded  the  license  program  in 
the  pricing  of  milk  in  the  Twin  City  market.  At  the  same  time.  War  Food 
Administration  Orders  affected  the  marketing  practices  of  distributors  by 
restricting  the  sales  and  utilization  of  fluid  milk  and  cream. 

The  General  Maximum  Price  Regulation  became  effective  on  May  18, 
191^2,  and  "froze"  the  retail  prices  of  cost-of-living  items,  including 
milk,  at  no  higher  than  the  level  that  prevailed  during  the  base  period 
of  March  1  to  31>  19li2,  This  regulation  fixed  the  retail  prices  for  fresh 
(fluid)  milk  sold  in  glass  or  paper  containers  in  the  Twin  City  market  at 
13  cents  for  the  first  quart  of  milk  taken  at  one  delivery  and  12  cents 
for  each  extra  quart  takai  at  the  same  time.  Bulk  sales  of  milk  and 
cream  to  wholesale  outlets  were  brought  under  orice  controls  in  October 
19l|2. 

Prices  paid  producers  for  raw  unprocessed  milk  destined  for  human 
consumption  in  fluid  form  were  not  subject  to  price  controls  until 
February  13,  19it3,  or  about  1  year  after  similar  controls  were  estab- 
lished on  retail  and  wholesale  sales  of  fluid  milk  by  distributors. 
The  ceiling  price  for  producer  milk  was  set  at  the  highest  prices  paid 
by  such  purchasers  for  milk  received  during  January  19li3»  The  ceiling 
prices  were  changed  three  times  between  19h3   and  19li5i  yet  producer  inter- 
ests were  dissatisfied  because  the  regulations  did  not  provide  for  prices 
that  reflected  the  normal  differentials  between  fluid  milk  an^  milk  used 
for  manufactured  dairy  products.  In  addition,  they  contended  that  the 
regulations  did  not  provide  adequate  seasonal  variations  in  price  at  the 
producer  level. 
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An  inportant  provision  of  the  Emergency  Pri  ce  Control  Act,  at  least 
from  the  standpoint  of  developments  in  the  Tvdn  City  market,  was  that  the 
maximum  price  to  producers  in  markets  regulated  by  Federal  orders  be  not 
less  than  the  minimum  price  established  by  a  Federal  mdlk  order.     This 
provision  permitted  a  measure  of  exemption  from  OPA  ceilings  on  producer 
prices.     The  TCMPA  began  to  consider  the  advisability  of  a  Federal  order 
in  19liJ4  after  it   failed  to  get  approval  for  adjustments  in  producer 
prices  from  the  OPA,     The  wartime  changes  in  the  interstate  movement  of 
milk  and  milk  products,   coupled  with  recent  court  decisions  which  had 
interpreted  more  broadly  the  interstate  coiranerce  clause  of  the  United 
States  Constitution,  had  already  removed  the  only  deterrent  to  promul- 
gating a  Federal  order  for  the  Twin  City  area. 

Federal  Regulation  by  Milk  Orders,   19i43'-50 

The  association  formally  requested  the  issuance  of  a  Federal  mar- 
keting agreement  and  order  in  January  19U5«     The  decision  of  the  TC>iPA 
to  seek  a  Federal  order  was  also  based  on  two  other  considerations: 
(1)  A  recognition  that  the  supply  of  vrtiole  milk  marketed  in  the  produc- 
tion area  had  increased  greatly  under  wartime  demands  and  (2)   a  notifi- 
cation that  the  USDA  intended  to  cancel  the  inactive  Federal  license 
that  had  been  the  basis   for  Federal  reflation  in  the  market  since  193ii» 

None  of  the  distributors  located  in  the  Twin  Cities,  nor  any  repre- 
sentatives of  consumer  interests,  participated  in  the  public  hearing  held 
at  St,  Paul,  Minn,,  from  May  22  to  28,   19U5.     Most  of  the  testimony  was 
favorable  to  the  issuance  of  an  agreanent  and  order  except  for  a  con- 
troversy between  the  TCMPA  and  two  outlying  handlers  over  (1)  the  classifi- 
cation and  pricing  of  fluid  milk  sold  to  users  beyond  100  miles  of  the 
local  marketing  area,  and  (2)   the  method  for  calculating  the  location 
differential  that  affected  the  price  these  handlers  would  be  required  to 
pay  producers.     The  regulation,  which  became  effective  on  November  3, 
19ii$,  provided  for  an  average  price  increase  to  producers  of  8  cents  a 
hundredweight  above  the  OPA  ceiling  price.     It  had  no  immediate  effect 
upon  resale  prices,  however,  principally  because  distributors  in  the  mar- 
ket absorbed  this  increase  in  milk  costs  without  requesting  an  increase 
in  the  OPft.   ceiling  price  on  their  >riiolesale  and  retail  sales* 

The  original  Twin  City  agreanent  and  order  remained  effective  and 
unchanged  until  December  23,  19li8,   except  for  the  suspension  of  the  sea- 
sonal price  change  for  the  month  of  June  19ii6,     By  early  19ii8,  when  the 
regulation  had  been  in  effect  for  more  than  2  years,  nearly  all  market 
interests,   including  the  market  administrator,  wanted  certain  changes 
made  in  its  provisions.     The  public  hearing  was  held  in  the  Twin  Cities 
between  May  10  and  12,   19U8.     In  contrast  to  the  19U5  experience,   local 
distributors  took  an  active  part  in  presenting  evidence  at  the  hearing 
in  support  of  their  own  proposals,   and,  in  some  cases,  in  opposition  to 
the  stand  of  their  suppljring  producers  as  presented  by  the  TCMPA, 
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The  amended  order  contained  several  in^ortant  changes,  and  becsame 
effective  on  February  1,  19i49«  The  changes  included:  (1)  A  higher  pro- 
ducers' price,  obtained  by  increasing  the  seasonal  Class  I  differential 
over  manufacturing  values  to  $0   cents  a  hundredweight  from  January  through 
June,  to  70  cents  during  July  and  December,  and  to  $1   a  hundredweight  from 
August  through  November;  (2)  a  classification  plan  that  classified  natural 
buttermilk,  eggnog,  aerated  cream,  and  related  products  as  Class  I  prod- 
ucts; (3)  an  increased  rate  and  revised  mileage  provisions  applicable  to 
the  location  differentials  for  both  handlers  and  producers;  and  (U)  a 
restriction  in  the  scope  of  the  definition  of  a  "handler." 

The  prices  of  dairy  products  "broke"  shortly  after  the  19U8  hearings 
but  before  issuance  of  the  new  order,  and  the  new  seasonal  differentials 
of  $1  a  hundredweight  for  Class  I  milk  during  August  through  November 
soon  encouraged  outlying  producer  groups  to  attenpt  to  obtain  a  share  of 
the  local  fluid  market.  In  an  effort  to  lower  this  $1  differential  be- 
fore it  became  operative  again  in  19^0,  the  TCMPA  requested  the  USDA  to 
call  a  public  hearing  and  consider  proposals  to  amend  the  order.  The 
public  hearing  was  held  at  Minneapolis  on  April  13  and  lU,  19^0,  and 
resembled  the  19U5  hearing  in  that  there  were  disagreements  between  the 
producer  group  and  the  distributors. 

The  revised  order,  effective  on  August  16,  1950,  included  the  fol- 
lowing changes:   (1)  A  reduction  in  the  level  of  minimum  prices  to  farmers 
for  milk  in  both  Class  I  and  Class  II;  (2)  a  classification  of  flavored 
milk  and  flavored  milk  drinks  in  hermetically  sealed  containers  as  Class  II 
usage;  (3)  a  classification  of  all  unaccounted-for  milk  as  Class  I  usage; 
and  ik)   a  clarification  of  the  status  of  producer- handlers  selling  skim 
milk  or  cream  to  other  handlers  in  the  area.  The  order  in  this  form  was 
still  in  effect  on  December  31,  1950o 


Changes  in  Market  Structure  During  the  Period  of 

Federal  Regulation 

Chapter  VIII  of  this  report  contains  data  that  indicate  the  changes 
that  have  taJcen  place  in  the  structure  of  the  Twin  City  fluid  railk  market 
during  the  period  of  (but  not  necessarily  because  of)  Federal  regulation. 
The  data  pertain  to  nearly  all  aspects  of  the  market's  structure,  and  are 
difficult  to  summarize  adequately.     Persons  interested  in  a  particular 
aspect  of  the  market  should  read  the  applicable  section.     However,   several 
developments  are  of  particular  significance.     These  include:      (1)  The  in- 
creasing in^jortance  of  producer  cooperative  associations,  particularly 
since  19i|8;    (2)   the  substantial  decline  in  the  number  of  producers  not 
members  of  cooperative  associations;    (3)  the  increase  in  the  anwunt  of 
producer  milk  supplied  the  market  since  19^48;    (k)  the  increase  in  the 
proportion  of  the  State's  dairy  cattle  population,  vriiich  is  now  concen- 
trated in  the  l6-county  area  surrounding  the  Twin  City  market  (with 
resultant  increases  in  the  average  size  of  milking  herd,  and  the  quantity 
of  milk  shipped  per  producer);    (5)  the  increase  in  retail  and  wholesale 
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sales  of  fluid  skiin  milk  and  the  decrease  in  the  volume  of  cream  sales 
since  iyii6j  (6)  the  elimination  of  raw  milk  distributors  by  State  lawj 

(7)  the  decrease  in  the  number  of  small  handlers  serving  the  market j 

(8)  the  gradual  but  increasing  replacement  of  glass  containers  by  paper 
cartons;  (9)  the  decrease  in  importance  of  regular  milk  and  the  shift 
toward  homogenized  and  Vitamin  D  fortified  milk;  (10)  the  adoption  and 
continued  use  in  Minneapolis  of  the  "Elweil"  plan  of  quantity  discounts 
for  home-delivered  milk;  (11)  the  relatively  high  level  of  producer  prices 
for  Class  I  and  Class  IT  milk;  and  (12)  the  persistence  of  the  extreme 
seasonal  variation  in  the  size  of  milk  shipments  into  the  fluid  market. 


An  Evaluation  of  the  Efficacy  of  the  Federal  Order 

Stable  marketing  conditions.  The  Twin  City  market  has  enjoyed  a 
period  of  generally  stable  marketing  and  pricing  conditions  during  the 
period  of  Federal  regulation  covered  in  this  study.  The  continued  pres- 
ence in  the  market  of  a  Federal  milk  license  and  a  Federal  officer  un- 
doubtedly served  to  maintain  a  greater  degree  of  stability  than  might 
otherwise  have  prevailed  between  193ii  and  191^2,  although,  contrary  to 
popular  belief,  the  Federal  milk  license  had  no  part  in  restoring  sta- 
bility of  prices  and  marketing  conditions  after  the  milk  price  wars  and 
lonsettled  mariceting  conditions  of  the  early  1930' s.  The  effectiveness 
of  the  early  type  of  ''federal  regulation  was  not  due  to  the  chxaracter  and 
scope  of  milk  licenses,  but  rather  to  the  desire  on  the  part  of  the  pro- 
ducers* cooperative  and  the  great  majority  of  the  Twin  City  distributors 
to  make  it  effective  in  rep:ulating  the  competitive  trade  tjractices  of  the 
local  fluid  milk  industry.  The  skill  with  which  the  license  was  exploited 
within  this  framework  of  market  organization  indicates  that  the  principal 
market  interests  made  full  use  of  the  limited  powers  of  the  license  pro- 
gram o  The  remarkable  fact  is  that  the  Federal  mi.lk  license  remained  the 
foundation  for  these  actions  for  a  period  of  8  years  after  that  program, 
had  been  replaced  as  a  national  program  by  Federal  milk  orders.  A  period 
of  generally  rising  prices  for  dairy  products  undoubtedly  contributed  to 
the  success  of  these  stabilizing  efforts. 

Wartime  regulation  of  the  local  fluid  market  was  comprehensive  and 
absolute  enough  to  force  orderly  marketing  conditions.  Probably  the  most 
significant  developments  during  this  period  were  (1)  the  lov/er  level  of 
prices. for  fluid  milk  relative  to  milk  used  in  manufactured  dairy  products 
or  for  milk  ej^orted  to  other  markets  and  (2)  an  increase  in  the  already 
extreme  seasonal  variation  in  production,  caused  in  part  by  changes  in  the 
average  size  of  herd,  by  efforts  to  increase  total  production  with  less 
labor,  and  by  abundant  pastures  and  feed  supplies  during  the  spring  and 
summer  seasons  of  the  latter  years  of  the  oeriod. 

^edera]  Order  No.  73  was  promulgated,  at  least  in  part,  as  a  means 
of  obtaining  an  adjustment  in  the  pirice  ceilings  on  producer  milk  imposed 
by  the  OPA  during  its  wartime  regulation  of  prices.  After  the  Price  Control 
Act  expired,  however,  the  order  remained  operative  as  the  pricing  mechanism. 
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for  all  fluid  ndlk  and  milk  products  sold  within  the  marketing  area  of 
the  Tvd.n  Cities  and  their  suburbs.  The  stable  marketing  conditions  that 
have  existed  in  the  market  since  19ii5  have  been  achieved  by  ruling  out 
those  producer  pricing  and  milk  procurement  practices  that  in  the  past 
had  been  unstabilizing  factors*  These  favorable  marketing  and  pricing 
conditions  undoubtedly  have  benefited  to  some  extent  those  producers  who 
supplied  the  fluid  market  with  milk  since  lyli5*  tut  the  monetary  gains 
to  the  producer  groups  probably  have  not  been  as  substantial  as  commonly 
supposed  by  producer  groups  not  serving  the  market.  Whether  the  mar- 
keting conditions  for  fluid  milk  in  the  Twin  City  area  will  continue 
without  direct  or  indirect  price  wars  will  depend  to  a  large  extent  upon 
how  successfully  the  officials  concerned  with  the  promulgation  and  ad- 
ministration of  the  Federal  order  can  deal  with  certain  practices  and 
policies  being  followed  by  important  producer  groirps  that  supply  milk  to 
the  market.  These  developments  are  discussed  in  greater  detail  in  the 
following  sections. 

Adequate  Supplies  of  Milk,  Because  of  its  location  in  one  of  the 
most  intensive  milk-production  areas  in  the  United  States,  the  problan 
of  insuring  an  adequate  supply  of  pure  and  wholesome  milk  for  the  Twin 
Cities  has   never  been  as  critical  as  in  those  cities  away  from  iii5)ortant 
milk -pr eduction  areas.  At  the  same  time,  the  health  departments  of 
Minneapolis  and  St,  Paul  have  alwaj^s  permitted  the  market  to  import  siz- 
able quantities  of  "emergency"  milk  frora  the  numerous  plants  within  ^0 
miles  of  the  Twin  Cities  during  periods  when  the  regular  suppliers  did 
not  have  enough  production  to  supply  distributors.  Under  these  ciraam- 
stances,  the  market-id.de  problem  of  insuring  an  adequate  supply  of  pure 
and  wholesome  milk  (as  ^Ustinguished  from  that  problem  facing  an  individ- 
ual producer  cooperative)  is  more  one  of  facilitating  the  means  by  which 
proctucers  can  ship  into  the  market  than  one  of  adjusting  prices  to  obtain 
increased  oroduction  from  certain  proiiucers, 

A  serious  assertion  often  made  against  the  Federal  milk  order  pro- 
gram is  that  it  sets  ap  a  "monopoly"  for  producers  who  shared  the  market 
when  the  orders  become  effective.  The  experience  in  the  I-Iinneapolis- 
3t,  Paul  market  offers  interesting  evidence  on  this  point,  for  it  was 
not  until  Federal  Order  No,  73  had  become  operative  that  a  number  of 
outlying  producer  cooperatives  did  obtain  outlets  in  the  local  fluid 
market  and  offer  the  dominant  producers'  cooperative  serious  competi- 
tion. This  trend  has  not  been  without  its  complications,  however,  for 
some  of  this  market  entrj''  was  encouraged  by  regulations,  which,  in  part 
at  least,  influenced  the  withdraival  from  the  market  of  a  number  of  pro- 
prietary handlers  supplied  by  nonmember  producers  and  part  of  the  entry 
was  made  possible  by  the  fact  that  producer  cooperative  associations 
appear  to  have  enjoyed  a  certain  competitive  advantage.  The  intricacies 
of  the  latter  development  are  covered  later  in  this  summary  section  of 
the  report,  but  the  present  status  of  the  market  suppliers  does  indicate 
that  the  Twin  City  milk  order  by  itself  has  not  limited  the  ability  of 
producer  cooperative  associations  to  obtain  a  share  of  the  local  fluid 
mark  et , 
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Local  health  ordinances  are  one  of  the  factors  that  must  be  con- 
sidered in  developing  a  Federal  irdlk  order  for  a  marketing  area.  The 
current  policy  of  the  health  department  of  Minneapolis  is  a  formalized 
step  toward  further  guaranteeing  that  the  market  will  continue  to  have 
adequate  supplies  of  milk.  Under  this  policy  the  health  department  will 

(1)  inspect  and  qualify  any  producer  who  has  an  outlet  in  the  market  or 
any  producer-member  of  a  number  of  cooperative  associations  located 
throughout  the  production  area  both  in  Minnesota  and  Wisconsin,  and 

(2)  accept  as  Grade  A  milk  any  importations  from  Grade  A  milk  plants  in 
Wisconsin  already  qualified  for  the  Chicago  market  or  those  plants  in 
Wisconsin  so  certified  by  the  State  Board  of  Health, 

Distribution  of  milk.  The  data  presented  in  this  report  indicate 
that  the  number  of  distributors  serving  the  Twin  City  market  has  de- 
creased since  1933«  This  trend  also  holds  true  in  other  fluid  milk  mar- 
kets throughout  the  United  States,  Indeed,  the  trend  toward  fewer  but 
larger  firms  is  manifest  in  nearly  all  lines  of  economic  and  business 
endeavor  throughout  the  country.  The  trend  toward  fewer  (and  larger- 
scaled)  distributors  in  the  Twin  City  market  was  under  way  before  the 
promulgation  of  Federal  milk  regulations,  and  the  major  changes  in  this 
direction  are  probably  a  continuation  of  the  development. 

Federal  Order  No.  73>  however,  has  had  several  direct  effects  upon 
the  distribution  of  milk  in  the  Twin  Cities,  some  of  which  have  operated 
to  reduce  the  number  of  distributors  who  supply  the  marketing  area.  Prior 
to  the  order  certain  handlers  purchased  milk  from  the  area  surrounding  the 
Twin  Cities  and  sold  it  to  outside  markets  as  well  as  in  the  Twin  City  mar- 
keting area,  A  provision  in  the  original  order  required  handlers  to  pay 
the  Class  I  price  for  all  milk  sold  for  fluid  (Class  I)  uses  inside  the 
marketing  area  or  within  100  miles  of  the  Twin  Cities,  and  on  all  milk 
(regardless  of  use)  sold  to  markets  more  than  100  miles  from  the  Twin 
Cities,  Distributors  claimed  that  the  level  of  the  Class  I  price  in  the 
order  was  too  high  to  permit  them  to  operate  under  the  terras  of  the  order 
and  yet  compete  with  nonorder  handlers  for  the  outside  markets.  There- 
fore, they  chose  to  withdraw  from  the  Twin  City  market  and  service  only 
other  outlets  for  fluid  milk.  Under  these  ciraimstances,  the  handlers 
who  remained  in  the  Twin  City  market  were  those  vdiose  fluid  sales  in  the 
mariceting  area  conprised  a  major  outlet  for  their  milk.  In  addition, 
the  location  differential  provided  for  in  the  original  order  (but  changed 
in  19li9)  was  calculated  in  a  manner  that  created  disparities  among  the 
minimum  prices  required  to  be  paid  by  certain  handlers  with  plants  out- 
side the  marketing  area  but  who  normally  sold  milk  inside  the  narketing 
area. 

Some  of  the  reduction  in  the  number  of  proprietary  handlers  sup- 
plying the  marketing  area  probably  can  be  attributed  to  certain  key 
pricing  and  regulatory  provisions  of  the  milk  order.  Foremost  among 
these  are  the  requiremaits  that  the  market  administrator  audit  handlers' 
records  to  verify  the  accuracy  of  their  reports  on  milk  receipts  and  sales 
and  that  the  market  administrator  check -weigh  and  check- test  the  miUc 
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shipped  proprietary  handlers  by  nonmonber  producers.  These  services  are 
done  to  ensure  that  producers  receive  credit  for  all  milk  actually  sup- 
plied proprietary  handlers  and  that  the  milk  receipts  be  classified 
accurately  and  paid  for  at  prices  that  at  least  equal  the  minimum  prices 
specified  by  the  order.  To  comply  fully  vfith  these  provisions  and  still 
remain  operative  in  the  market,  proprietaiy  handlers  must  maintain  ade- 
quate records,  must  weigh  and  test  incoming  and  outgoing  shipments  ac- 
curately, and  must  process  and  distribute  the  resulting  products  more 
efficiently  than  otherwise  would  be  necessary.  Indications  are  that 
some  of  the  handlers  who  withdrew  from  the  market  did  so,  at  least  in 
part,  rather  than  continue  to  attempt  to  comply  with  all  the  require- 
ments of  the  regulation. 

The  distribution  pattern  itself  may  be  affected  more  seriously  in 
the  future  if  certain  competitive  practices,  now  permitted  under  the 
enabling  act,  are  allowed  to  develop  into  widespread  use.  The  practices 
developed  from  the  att^fnpts  of  producer  cooperative  associations  to  gain 
a  larger  share  of  the  fluid  market,  and  they  are  designed  to  gain  the 
needed  volume  of  sales  by  indirectly  modifying  the  minimum  prices  for 
Class  I  milk  established  by  the  order.  The  established  pattern  prior 
to  the  order  was  for  many  producers  to  deliver  milk  directly  to  dis- 
tributors' plants.  The  distributors  weighed  and  tested  the  milk,  washed 
the  cans,  and  maintained  facilities  in  their  plants  for  this  purpose. 
The  TCMPA  supplemented  the  direct  deliveries  of  members'  milk  to  dis- 
tributors with  tank-truck  deliveries  of  milk  or  standardized  cream  from 
association-owned  plants  maintained  for  this  purpose.  Another  practice 
was  that  of  a  producer  cooperative  that  maintained  a  bottling  plant  and 
sold  bottled  milk  to  a  distributor  at  prices  that  appeared  to  be  too  low 
to  pay  for  all  costs  involved  and  still  return  producers  the  Class  I  price. 
The  latter  two  practices  have  been  adopted  nrare  widely  and  intensified  by 
producer  associations  as  ''legal"  methods  of  indirectly  lowering  the  mini- 
mum prices  established  by  the  Federal  order  for  Class  I  milk  sold  in  the 
marketing  area, 

■^or  example,  a  large  producers'  cooperative  association  in  Wis- 
consin has  obtained  an  outlet  for  fluid  milk  in  the  Twin  Cities  by  deliv- 
ering standardized  milk  in  tank  trucks  to  the  plants  of  two  handlers 
opera tine  under  Order  No,  73,  This  milk  is  priced  to  the  handler  at 
the  Class  I  price  specified  by  the  order.  Because  such  milk  has  al- 
ready been  weighed,  tested,  and  standardized,  the  receiving  handler  does 
not  incur  the  same  handling  costs  incurred  by  those  handlers  who  receive 
milk  directly  from  farmers  in  10-gallon  cans  and  must  perform  such  serv- 
ices at  their  own  expense.  In  addition,  the  requirements  of  the  Grade  A 
milk  ordinance  are  such  that  many  distributors'  plants  do  not  contain 
enough  floor  space  for  the  number  of  operations  carried  on  in  the  plants. 
In  some  cases  the  problem  could  be  met  by  utilizing  the  floor  space  now 
taken  up  by  the  equipment  used  to  receive  milk  directly  from  fanners. 
This  possibility  has  increased  the  interest  of  distributors  in  tank- truck 
deliveries  of  milk  after  the  milk  has  first  been  received  at  the  plant  of 
the  supplying  organization.  As  a  result,  groups  of  producers  delivering 
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standardized  milk  in  tank-truck  quantities  achieve  the  same  effect  as 
they  would  by  selling  milk  directly  from  farms  in  cans  at  an  equivalent 
discount  from  the  legal  minimiim  price. 

One  supplier  attempted  to  offset  this  pricir^  advantage  to  a  handler 
by  allowing  handlers  a  reduction  from  the  order  price  on  milk  received 
directly  from  producers  for  the  performance  of  services.     However,  this 
practice  was  interpreted  as  being  in  violation  of  the  order.     The  same 
interpretation  was  placed  upon  an  attempt  to  meet   the  problem  by  charging 
handlers  the  full  order  price  but  paying  them  a  fee  for  services  performed. 
A  net  result  is  that  all  handlers  do  not  pay  the  same  "price"    for  Class  I 
milk. 

Another  variation  of  this  same  practice  is  for  supplier  groups  to 
build  and  operate  bottling  plants.     The  milk  is  sold  ty  the  producer  groups 
in  bottled  form  to  stores  at  prices  that  are  slightly  higher  than  the 
Class  I  order  price,  but  which  apparently  are  too  low  to   cover  the  full 
cost  of   the  services  added.     This  practice  permits  the   stores  that  pat- 
ronize such  a  supplier  to  sell  milk  at  a  lower  price  than  would  be  possi- 
ble if  producers  were  paid  the  order  price  for  milk  without  services. 
Distributors  who  purchase  milk   (without  services)  at  order  prices  and 
process  it  themselves  are  placed  at  a  competitive  disadvantage  with 
(1)  distributors  who  receive  standardized  milk  in  tank-truck  deliveries 
and  (2)  with  stores  which  purchase  bottled  milk  from  producer  cooperative 
associations  with  bottling  plants.     The  conpetitive  advantage  could  be 
large  enough  that  other  cooperative  associations  would  shift  from  selling 
milk  in  bulk  form  to  processing  and  bottling  milk  in  their  own  plants 
and  selling  it  to  distributors  on  a  similar  pricing  basis.     During  this 
period,  the  prices  set  by  the  Federal  order  did  little  more  than  estab- 
lish a  level  from  which  the  various  producer  cooperatives  would  begin  to 
cut  prices.     Producer  cooperatives  have  been  able  to  engage  in  this  form 
of  competition  because  the  Agricultural  Mariceting  Agreement  Act  provides 
that  a  Federal  order  shall  not  prevent  cooperatives  from  paying  producers 
a  blend  price  from  the  net  proceeds  of  all  their  sales,  provided  no  sales 
are  made  to  handlers  at  less  than  the  minimum  class  prices.     They  have 
found  it  expedient  to  do  so  under  the  terms  of  Order  No*   73>  particularly 
the  individual-handler  pool. 

Prices  for  Producer  Milk.     An  avowed  purpose  of  the  various  Federal 
milk  marketing  programs  since  1933  has  been  to  increase  and  stabilize  the 
level  of  producer  prices   for  milk  supplied  fluid  markets.     The  minimum 
prices  established  under  the  original  Federal  License  No.   5  were  at  the 
general  level  of  producer  prices  already  established  in  the  market  by 
negotiation  between  the  TCMPA  and  its  contracting  distributors.     Except 
for  the  period  between  February  193ii  and  August  1935,  indications  are 
that  the  regulation  and  its  successor  was  not  a  vehicle  for  effecting 
actual  increases  in  producer  prices  beyond  those  that  might  have  pre- 
vailed without  the  minimum  pricing  provisions  of  the  Federal  licenses. 
The  existence  of  a  price  "floor"  might  have  discouraged  price  cutting  to 
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a  certain  extent,  but  the  greatest  part  of  i^atever  gains  producers  and 
distributors  might  have  realized  from  the  generally  stabilized  market 
during  the  license  period  resulted  from  the  peculiar  structure  of  the 
local  fluid  market  and  the  desires  of  the  dominant  market  interests 
rather  than  from  the  price-making  efficacy  of  the  licenses,  per  se. 

The  prices  for  producer  milk  during  the  wartime  period  of  Federal 
regulation  were  held  at  a  lower  level  than  would  otherwise  have  pre- 
vailed under  the  existing  conditions  of  strong  demand  for  fluid  milk 
and  fluid  milk  products.  Because  this  action  was  part  of  a  broader 
national  policy  of  price  and  wage  controls,  however,  milk  producers  in 
the  Twin  City  market  were  not  unduly  disadvantaged  relative  to  other  seg- 
ments of  the  economy  or  the  dairy  industry  in  the  area. 

Since  19U5  the  Federal  milk  order  has  been  the  determinant  of  legal 
minimum  prices  for  producer  milk  supplied  the  Twin  City  market.  Indica- 
tions are  that  the  nominal  class  prices  for  milk  subject  to  this  order 
have  been  fixed  at  a  somewhat  higher  level  than  would  otherwise  have  pre- 
vailed. This  evaluation  of  the  level  of  producer  prices  during  the  pe- 
riod 19U5-50  is  suggested  by  the  following  developments: 

(1)  The  level  of  Class  I  prices  is  attractive  enough  that  an  in- 
creasing number  of  producer  cooperative  associations  within  hS   miles  of 
the  Twin  Cities  are  making  an  active  bid  for  a  share  of  the  fluid  sales. 

(2)  A  number  of  associations  perform  a  number  of  services  for  han- 
dlers, yet  charge  them  only  the  Class  I  price  for  the  milk  plus  services, 

(3)  The  prices  for  surplus  milk  were  higher  than  those  paid  by  manu- 
facturing plants  in  the  area,  higher  than  could  be  obtained  by  handlers 
for  milk  diverted  to  other  manufacturing  plants,  higher  in  most  cases 
than  those  set  for  milk  for  comparable  uses  by  Federal  milk  orders  in 

the  region,  and  reflected  a  handling  allowance  that,  when  used  with  the 
class  prices,  yielded  product  prices  that  were  above  the  current  market. 

(k)  The  level  of  class  prices  appears  to  have  been  an  element  in 
the  withdrawal  from  the  market  of  several  handlers.  Some  handlers  who 
had  a  small  part  of  Class  I  sales  in  the  local  marketing  area  found  it 
to  their  advantage  to  withdraw  from  the  market  rather  than  to  pay  Class  I 
prices  for  all  their  sales.  All  handlers  who  purchased  milk  from  non- 
member  producers,  and  thus  unavoidably  had  Class  II  milk,  withdrew  from 
the  market  during  the  period  since  19ii5» 

(5)  The  blend  prices  paid  producer  m.ei±»ers  by  cooperative  asso- 
ciations subject  to  Order  No.  73  have  been  lower  than  the  uniform  price 
computed  for  the  associations  by  the  market  acininistrator — prices  which 
resulted  from  class  prices  the  associations  thonselves  proposed  andap- 
proved.  ^  - 

An  intensification  of  these  developments  would  constitute  a  serious 
threat  to  the  existing  equilibirium  of  the  Twin  City  fluid  milk  majrtcet. 
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At  present,  the  threat  is  mitigated  somewhat  by  the  fact  that  nearly  all 
the  TTdlk  entering  the  fluid  market  is  supplied  handlers  (in  the  quanti- 
ties needed)  by  producer  cooperative  associations  without  competition 
from  proprietary  handlers  supplied  by  nomnember  producers.  Since  all 
qualified  associations  in  the  market  benefit  ftom  the  provisions  of  the 
enabling  act  which  permit  them  to  blend  the  net  proceeds  from  all  sales 
when  paying  producer-manbers,  the  associations  can  compete  with  one  an- 
other by  providing  services  rather  than  cutting  prices  directly.  Whether 
the  producer  groups  can  intensify,  or  even  continue,  these  practices  with- 
out disrupting  market  stability  is  a  moot  question.  Under  economic  con- 
ditions of  that  period,  however,  it  appears  that  a  downward  adjustment  in 
the  level  of  class  prices,  particularly  Class  I  prices,  would  have  re- 
lieved much  of  the  pressure  of  one  of  the  unstabilizing  forces  in  the 
local  marie et.  It  is  most  likely  that  any  such  changes  would  not  have 
lowered  materially  the  level  of  prices  actually  received  by  individual 
producers  (as  distingiiished  from  their  associations).        ^ 

Other  effects.  The  programs  for  Federal  regulation  of  the  Twin  City 
market  have  had  certain  other  effects  upon  the  local  fluid  milk  industry; 

(1)  The  pricing  provisions  of  the  Federal  order  have  helped  reduce 
the  conflict  between  the  producer  groups  and  the  handlers.  Fonnerly  pro- 
ducer groups  and  distributors  negotiated  directly  with  each  other  for 
each  change  in  producer  prices.  Today,  minimum  prices  are  set  by  the 
Secretary  of  Agriculture,  on  the  basis  of  evidence  submitted  by  both  pro- 
ducer groups  and  handlers  at  public  hearings  open  to  receiving  testimony 
from  any  parties  in  accordance  with  procedures  laid  down  by  the  Secretary 
of  Agriculture  and  the  Administrative  Procedures  Act  of  19li6,  The  for- 
mulas reduce  the  frequency  with  which  these  public  hearings  must  be  held. 
However,  the  producer  cooperative  still  plays  an  important  role  in  deter- 
mining producer  prices,  since  someone  must  propose  the  terms  of  an  order, 
request  its  issuance,  present  evidence  supporting  it  at  public  hearings, 
and  vote  its  approval  before  an  order  can  become  effective  or  can  be 
amended.  The  producer  cooperatives  invariably  have  performed  these  func- 
tions, 

(2)  Order  No,  73  has  been  instrumental  in  strengthening  the  posi- 
tion of  producer  cooperatives  in  the  Twin  City  market.  It  appears  that 
these  gains  have  been  accompanied  by  a  decline  in  the  importajice  of  those 
proprietary  handlers  who  relied  upon  nonmember  producers  for  their  milk 
supply. 

The  order  has  not  benefited  all  producer  cooperatives  that  at  one 
time  or  another  supplied  milk  or  cream  to  Twin  City  distributors.  Many 
small  cooperatives  who  supplied  small  quantities  of  cream  to  distributors 
during  the  period  before  19ii6  withdrew  from  the  market  shortly  after 
Order  No,  73  became  effective  rather  than  bring  their  entire  operations 
under  its  pricing  and  auditing  provisions.  Also,  it  appears  that  some 
of  these  associations  had  obtained  outlets  for  cream  sales  by  offering 
a  price  advantage  to  distributors.  When  such  handlers  were  required  by 
the  order  to  pay  at  least  the  minimum  prices,  they  chose  to  get  their 
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supplies  from  associations  that  seemed  more  reliable  as  to  quantity  and 
quality  of  cream  supplied.  The  associations  that  remained  in  the  market 
also  benefited  by  the  withdrawal  from  the  market  of  proprietary  handlers 
who  purchased  milk  from  nomnember  producers •  The  dooiinant  producers' 
cooperative  maintained  and  even  strengthened  its  market  position  through- 
out this  early  period  of  increasing  governmental  regulation.  However,  the 
earlier  competition  of  nonmember  producers  was  soon  replaced  by  competi- 
tion from  other  producer  cooperatives  who  received  health  department  ap- 
proval (in  the  case  of  milk)  and  who  qualified  as  cooperative  associations 
under  the  operation  of  the  order.  The  associations  now  entering  the  mar- 
ket are  challenging  the  dominance  of  the  TCMPA,  and  whatever  gains  are  ■ 
made  by  them  will  of  course  be  at  the  expense  of  the  association  and  the 
other  cooperatives  now  supplying  the  market, 

(3)  The  Federal  regulations,  including  milk  licenses,  the  OPA,  and 
the  milk  order,  have  had  a  varied  effect  upon  the  wholesale  and  retail 
prices  of  milk  and  milk  products.  Such  prices  were  held  at  a  somewhat 
lower  level  than  would  otherwise  have  prevailed  during  the  period  of     , 
wartime  regulation  and  price  control.  Except  for  the  period  between 
Septanber  1933  and  August  1935*  the  Federal  mLlk  licenses  had  little  if 
any  effect  upon  the  level  of  wholesale  and  retail  prices.  Order  No,  73 
probably  has  helped  to  maintain  the  prices  of  fluid  milk  and  cream  and 
fluid  milk  products  at  a  somewhat  higher  level  than  would  otherwise  have 
been  possible,  although  there  is  no  evidence  that  levels  of  oonsunqDtion 
have  been  effected  significantly  by  the  level  of  consumer  prices.  Then, 
too,  the  price  competition  among  the  producer  cooperatives  undoubtedly 
has  helped  hold  down  the  level  of  prices  paid  by  consumers  for  milk  in 
the  Twin  City  area, 

(h)   Many  of  the  price  changes  effected  by  the  order  were  done  on 
the  basis  that  they  were  necessary  to  correct  the  extreme  seasonal  varia- 
tions in  milk  production  in  the  local  market;  yet  an  examination  of  the 
production  trends  indicates  that  the  pricing  differentials  alone  are  re^t 
bringing  forth  the  seasonal  adjustments  in  producticm  ctxisidered  desirable 
by  the  principal  suppliers  of  fluid  milk, 

(■?)  A  valuable  byproduct  of  the  milk  order  has  been  the  abundance 
of  accurate  statistical  data  pertaining  to  the  supply,  utilization,  dis- 
tribution, and  prices  of  milk  and  its  products  in  the  marketing  area. 
Most  of  the  data  available  before  this  time  were  lindted  to  the  opera- 
tions of  only  a  segment  of  the  fluid  industry  or  else  provided  quanti- 
tative data  based  on  estimations  of  production  and  utilization  on  a 
State-wide  or  county-wide  basis.  The  data  now  being  collected  are  valu- 
able sources  of  information  for  those  concerned  with  the  local  market. 
When  combined  with  similar  data  from  the  other  large  markets  under  simi- 
lar regulations,  the  statistics  are  also  important  source  data  for  re- 
search workers  and  others  who  prepare  information  and  rqports  of  interest 
and  iiT5)ortance  to  the  industry  as  well  as  to  the  general  public. 
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In  many  important  respects,  these  data  lack  comparability.  Greater 
comparability  will  permit  research  workers,  administrators,  and  other 
interested  persons  to  make  more  valid  comparisons  between  markets  as  well 
as  in  combination  for  industry-wide  purposes.  These  published  statistics 
are  indeed  important,  yet  the  records  of  the  market  administrators  con- 
tain much  more  detailed  and  accurate  data,  which  some  day  will  be  invalu- 
able for  studies  on  the  consumption  and  distribution  of  fluid  milk  and 
fluid  milk  products.  These  same  data  were  previously  obtained  only  by 
estimation  after  resort  to  statistical  sampling  methods  and  generaliza- 
tion of  the  results  to  the  entire  population.  Probably  no  otJier  major 
segment  of  the  agricultural  industry  has  this  opportunity  to  base  studies 
and  decisions  on  such  acc\irate  data, 

(6)  Those  features  of  the  order  which  require  the  auditing  of  han- 
dlers' records  and  the  check-weighing  and  check- testing  of  producers* 
milk  have  helped  ensure  that  handlers  pay  the  producers'  associations 
and  the  nonmember  producers  the  fall  value  for  all  milk  delivered  and 
used  in  each  classification.  The  audits  of  handlers'  records  permit  the 
market  administrator  to  determine  the  amount  of  milk  used  in  each  class 
by  each  handler  and  to  determine  if  it  was  paid  for  at  the  applicable 
class  prices. 

The  check -weighing  and  check-testing  of  milk  shipped  handlers  by 
nonmember  producers  are  intended  to  ensure  that  producers'  shipmaits  are 
accurately  weighed  for  voliime  and  tested  for  butt  erf  at  content.  The  cost 
of  rendering  this  service  is  borne  by  producers  by  the  deduction  of  a 
2-cent  marketing  service  assessment  from  their  returns.  The  audits  pro- 
vide still  another  check  on  the  handlers'  operating  methods  in  the  sense 
that  total  sales  of  butter fat  and  skim  milk  are  compared  with  total  pur- 
chases of  these  components  of  milk.  After  adjustments  for  inventory 
variation,  it  is  possible  to  determine  the  amount  of  plant  loss  and 
shrinkage  suffered  by  each  handler.  In  some  cases,  these  data  have  indi- 
cated that  handlers  disposed  of  more  products  than  were  purchased  and 
paid  for.  Under  these  circumstances,  the  market  administrator  calculates 
the  value  of  the  "overstated  sales"  and  requires  the  handler  concerned 
to  reimburse  his  producers  that  amount.  If  any  of  the  milk  was  received 
from  a  producers'  cooperative,  the  supplying  association,  in  turn,  adds 
the  money  to  its  producers'  pool.  This  system  is  quite  comprehensive 
and  a  substantial  protection  to  the  nonmember  producers  and  to  the  co- 
operative associations  that  supply  milk  to  handlers. 

One  of  the  most  serious  problems  in  the  local  market  has  been  the 
relationship  of  the  producer  cooperative  associations  to  the  marketing 
services  provision  of  the  Federal  order.  The  order  specifies  that  pro- 
ducers who  are  members  of  qualified  cooperative  associations  shall  not 
be  required  to  pay  the  2-cent  marketing  service  deduction  (used  for  veri- 
fication of  weights,  sampling,  and  testing  of  milk  and  for  market  informa- 
tion) on  the  basis  that  the  cooperative  performs  these  services  itself 
for  its  member-producers.  The  raeirtoer  of  a  cooperative  bears  the  cost  of 
this  service  rendered  by  the  association  by  payment  of  a  membership  fee 
and  by  bearing  a  prorata  share  of  the  operating  costs  of  the  cooperative. 


-  208  - 

The  problem  in  the  local  market  is  that  certain  cooperative  asso- 
ciations have  e3q)erienced  "overstated  sales"  of  considerable  monetary- 
value  diiring  the  years  19li7-50  (the  period  for  which  we  have  accurate 
data).     The  extent  of  these  "overstated  sales"  has  increased  consider- 
ably, and  totaled  more  than  $2U,000  during  1950,     The  check-weighing  and 
check-testing  provisions  of  the  order  were  designed  to  protect  individual 
producers  against  the  underweighing  and  undertesting  of  milk  shipped  to 
handlers — a  practice  that  would  result  in  "overstated  sales"  for  the  han- 
dler concerned.  :         ^ 

The  market  administrator  is  directed  by  the  terms  of  the  order  to 
check-weigh  and  chedc-test  the  milk  shipped  to  proprietary  handlers  by 
nonmeufcer  producers.     The  market  administrator  does  not  check -weigh  and 
check-test  the  ndlk  shipped  to  plants  of  qualified  producer  cooperative 
associations,  however,  nor  does  he  have  the  power  to  require  cooperative 
associations  to  compensate  individual  producers  for  any  underpajrments  for 
milk  that  might  result  from  the  underweighing  and  undertesting  of  milk 
shipments.     This  situation  creates  another  area  in  which  the  regulation 
does  not  treat  all  handlers  alike.     There  might  be  some  question  as  to 
whether  these  practices  are  cohsistent  with  the  privileges  accorded  co- 
operatives under  the  act,  and  whether  the  most  appropriate  method  of 
correcting  the  situation  would  be  to  withdraw  their  qualification,  thereby 
placing  them  on  equal  status  with  proprietary  handlers. 

Many  handlers  objected  to  the  auditing  of  their  records  by  the  mar- 
ket administrator's  office,  yet  the  results  of  the  audits  have  been  of 
inestimable  value  to  a  number  of  handlers.     In  some  cases  the  handlers 
were  required  to  modify  accounting  procedures  to  the  extent  that  accurate 
records  and  accurate  operational  data  were  available  to  them  for  the  first 
time.     In  other  cases  the  market  administrator's  audits  revealed  glaring 
losses  of  butterfat  during  plant  operations— losses  that  totaled  as  much 
as  from  5,000  to  7,000  pounds  of  butterfat  in  a  month's  time,     A  number 
of  tests  run  on  samples  of  furnished  products  also  revealed  a  wide  varia- 
tion in  butterfat  content,  and  handlers  were  advised  of  this  condition. 
The  correction  of  these  and  other  inefficiencies  has  improved  the  finan- 
cial stnicture  and  competitive  strength  of  individual  distributors,  with 
resultant  gains  to  the  marketing  system. 

Although  the  results  from  the  Federal  milk  order  program  have  been 
quite  beneficial  to  date,  the  fall  efficacy  of  the  program  has  not  yet  been 
tested  by  the  declining  phase  of  a  serious  depression  where  drastically 
falling  agricultural  prices  are  coincident  with  a  general  decline  in  busi- 
ness activity  and  employment.     However,  the  long-time  success  of  this 
Federal  regulation  will  depend  in  large  measure  upon  how  well  the  public 
interest  is  served.     If  fluid  milk  distribution  continues  to  be  concen- 
trated in  "firm"  hands.  Federal  regulation  of  producer  prices  through 
milk  orders  can  continue  to  serve  as  an  important  equalizer  of  bargaining 
power  irtiile  helping  assure  that  minimum  prices  are  fixed  in  the  public 
interest. 
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APPENDn 


Table  52,— Minimum  price  established  I'or  Class  II  milk, 
per  hundredi/eight  of  3#5  percent  milk,  Order 
No,  73,  Minneapolls-St,   Raul  marketing  area, 
by  months,  19i^6-50 


Month       . 

'    i9ii6    : 

« 

1947    : 

• 

1948    ; 

1949 

:       1950 

• 

Ebllars 

Dollars 

Dollars^ 

Dollar? 

Dollars 

Jant^ry 

'      2.657 

3,451 

4.275 

3.250 

3.124 

February       s 

2,673 

3.569 

4.257 

3.072 

3.128 

March             : 

2.669 

3.299 

4.104 

3.012 

3o011 

April             J 

2,663 

2.971 

4.172 

2.959 

2.992 

May                 ! 

:       2.662 

2.896 

4.103 

3.007 

3.003 

June 

:       2.879 

3.010 

4.148 

2.997 

3.004 

July 

5       3,646 

3,197 

4.134 

3.042 

3,030 

August           ! 

'       3.712 

3.502 

4.063 

3.097 

1/3.065 

September     ! 

•       3.977 

3.784 

3.790 

3.160 

3.074 

October 

t      4.293 

3.444 

3.457 

3.158 

3.098 

November 

t      4.190 

3.921 

3.401 

3.167 

3.119 

December 

4,204 

4.427 

3.486 

3.193 

3.210 

Average 

:       3.352 

3.456 

3.949 

3.093 

3.069 

1/  Price 
\»3  $3,005, 


for  period  August  1-15.       Price  for  period  August  16-31 


Compiled  from  reports  of  the  Market  Administrator. 
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Table  5A.— Price  difl'erential  established  for  Class  I  milk 
,     (over  the  basic  price),   per  hundredweight  of  3,5 
percent  milk,  Order  No.  73,  Minneapolis-St.   Riul 
marketing  area,  by  months,  19i^6-50 


_1/  ElTectiTe  August  1-15*       Price  differential  for  August  16-31 
vas  $0.85. 

Compiled  from  reports  of  the  Market  Administrator. 


Month       ' 

ic)^6       ; 

19^7       I 

• 

19A8       \ 

• 

19^9 

•       1950 

• 

!     Dpllap^ 

Dpllars 

Dollars 

Dollars 

Dollars 

Jani»ry         J 

■       0.50 

0.50 

0.50 

0.50 

0.50                    I 

February 

s         .50 

.50 

.50 

.50     - 

•50                    j 

March             t 

.50 

o50 

.50 

.50 

.50                   1 

April              ! 

:         .50 

.50 

.50 

.50 

.50 

May                  J 

1         .1,0 

.1,0 

.ko 

.50 

.50 

June 

r         .50 

.1,0 

.1,0 

.50 

.50 

July               ! 

!         .70 

.70 

.70 

.70 

.70 

August 

I         .70 

.70 

.70 

1.00 

J/I.OO 

September     ! 

.70 

.70 

.70 

1.00 

.85                   ' 

October 

i         .70 

.70 

.70 

1.00 

.85                   1' 

November 

:         .70 

.70 

.70 

1.00 

^   .85                  |. 

December 

!         .70 

.70 

.70 

.70 

.70 
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Table  55. — Percentage  of  butterfat  in  producer  milk, 
Minneapolis-St.    ftiul  marketing  area, 
by  months,  194-6-50 


Month       l 

1946    : 

• 

1947    : 

• 

1948    : 

• 

1949    : 

• 

1950 

Percenl^ 

Bsrcent 

Rsrcent 

Ffercent 

Bsrcent 

January         ' 

3.667 

3.590 

3.612 

3.647 

3.599 

February       ! 

!       3.625 

3.572 

3.597 

3.^7 

3.586 

March 

!       3.602 

3.571 

3.589 

3.609 

3.592 

April             ! 

i       3.575 

3.581 

3.568 

3.595 

3.6U 

May 

:       3.594 

3.631 

3.599 

3.618 

3.639 

June               ! 

-       3.600 

3.603 

3.571 

3.589 

3.596     . 

July 

:       3.655 

3.654 

3.660 

3.642 

3.654 

August           ! 

!       3.719 

3.734 

3.740 

3.684 

3.688 

September 

!       3.886 

3.808 

3.784 

3.859 

3.776 

October 

:       3.855 

3.790 

3.850 

3.8a 

3.791 

November 

:       3.724 

3.749 

3.742 

3.715 

3.708 

December 

:       3.655 

3.659 

3.689 

3o64C 

3.676 

Average  1/ 

''      3.662 

• 

3.644 

3.653 

3.657 

3.648 

1/  Butterl'at  tests  of  yearly  producer  receipts. 
Compiled  from  reports  of  the  Market  AdministratoPj 
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TalDle  57. — Producers*  butterfat  ditTerential  for  each  one- tenth  of 
one  percent  variation  from  3.5  percent,  per  hundred- 
■welght  of  milk,  Minneapolls-St.   Raul  marketing  area, 

by  months,  1946-50 


Month       J 

1946    : 

• 

1947    : 

• 

1948    : 

• 

1949       ! 

• 

1950 

Ibllarp 

Dollars 

Dollar? 

Dollars 

Dollars 

January         i 

'       0.056 

0.081 

0.103 

0.076 

0.076 

.  February       ! 

t         .057 

.086 

.101 

.077    ^ 

.077 

March             i 

I         .057 

.084 

.097 

.074 

.073 

April 

I        .056 

.076 

.100 

.072 

.073 

Ifey 

i        .057 

.075 

.098 

.073 

.073 

June 

5        .063 

.078 

.099 

.072 

.073 

July 

s         .085 

.083 

.098 

.074 

.074 

August 

.086 

.092 

.095 

.076 

.075 

September     ' 

.094 

.099 

.087 

.076 

.077 

October 

:         .103 

.088 

.078 

.076 

.078 

November 

t         .100 

.098 

.076 

.076 

.078 

December 

!              .100 

.108 

.079 

.077 

.081 

Average 

!       0.0762 

0.0873 

0.0926 

0.0749 

0.0757 

Compiled  from  reports  of  the  Market  Administrators 


■i;  U.  S.  GOVERNMENT  PRINTING  OFFICE  :  O — 1952 


other  Dairy  Branch  Publications  Available 

(1)  Flexibility  of  Operation  in  Dairy  Manufacturing  Plants,  Joseph  M, 
Cowden  and  Harry  C,  Trelogan,  September  1948. 

(2)  The  Pricing  of  Surplus  Milk  in  the  Chicago  Market,  Robert  W.  March, 
November  1949. 

(3)  The  Philadelphia  Milk  Supply,  July  1950. 

(4)  History  and  Analysis  of  Milk  Supply  Problems  in  the  St,  Louis  Market, 
Glenn  W.  Freemyer,  GPO-0-PMA  2f>6,  October  1950. 

(5)  Federal  Milk  Marketing  Orders  and  Dairy  Programs  in  World  War  II, 
Gertrude  G.  Foelsch,  Agriculture  Monograph  No,  12,  August  1951. 

(6)  Federal  Regulation  of  Milk  Marketing  in  the  Duluth-Superior  Area, 
Edmond  S,  Harris  and  Joel  L,  Blum,  AIB  No,  68,  August  1951. 

(7)  Early  Development  of  Milk  l^rketing  Plans  in  the  Kansas  City,  Mo,, 
Area,  Edmond  S,  Harris,  May  1952. 


